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Accounting for Postretirement Benefits Other Than Pensions:  Questions and 
Answers 

                                                FASB Special Report, A Guide to Implementation of Statement 87 on Employers’ 
Accounting for Pensions:  Questions and Answers 

                                                FASB Special Report,  A Guide to Implementation of Statement 88 on Employers’ 
Accounting for Settlements and Curtailments of Defined Benefit Pension Plans 
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Note:  Although the Special Reports for Statements 87 and 88 do not specifically refer to postretirement benefits 

other than pensions, the user is referred to them because of the similarity in accounting. 
 

SUMMARY 
 

 This statement establishes accounting standards for employers’ accounting for postretirement benefits 
other than pensions (hereinafter referred to as postretirement benefits).  Although it applies to all forms of 
postretirement benefits, this Statement focuses principally on postretirement health care benefits.  It will significantly 
change the prevalent current practice of accounting for postretirement benefits on a pay-as-you-go (cash) basis by 
requiring accrual, during the years that the employee renders the necessary service, of the expected cost of providing 
those benefits to an employee and the employee’s beneficiaries and covered dependents. 
 The Board’s conclusions in this Statement result from the view that a defined postretirement benefit plan 
sets forth the terms of an exchange between the employer and the employee.  In exchange for the current services 
provided by the employee, the employer promises to provide, in addition to current wages and other benefits, health 
and other welfare benefits after the employee retires.  It follows from that view that postretirement benefits are not 
gratuities but are part of an employee’s compensation for services rendered.  Since payment is deferred, the benefits 
are a type of deferred compensation.  The employer’s obligation for that compensation is incurred as employees 
render the services necessary to earn their postretirement benefits. 



 The ability to measure the obligation for postretirement health care benefits and the recognition of that 
obligation have been the subject of controversy.  The Board believes that measurement of the obligation and accrual 
of the cost based on best estimates are superior to implying, by a failure to accrue, that no obligation exists prior to 
the payment of benefits.  The Board believes that failure to recognize an obligation prior to its payment impairs the 
usefulness and integrity of the employer’s financial reporting for postretirement benefits in the following manner: 
 
a.  To enhance the relevance and representational faithfulness of the employer’s reported results of operations by 

recognizing net periodic postretirement benefit cost as employees render the services necessary to earn their 
postretirement benefits 

b.  To enhance the relevance and representational faithfulness of the employer’s statement of financial position by 
including a measure of the obligation to provide postretirement benefits based on a mutual understanding 
between the employer and its employees of the terms of the underlying plan 

c.  To enhance the ability of users of the employer’s financial statements to understand the extent and effects of the 
employer’s undertaking to provide postretirement benefits to its employees by disclosing relevant information 
about the obligation and cost of the postretirement benefit plan and how those amounts are measured 

d.  To improve the understandability and comparability of amounts reported by requiring employers with similar 
plans to use the same method to measure their accumulated postretirement benefit obligations and the related 
costs of the postretirement benefits. 

 

Similarity to Pension Accounting 
 

The provisions of this Statement are similar, in many respects, to those in FASB Statements No. 87, 
Employers’ Accounting for Pensions, and No. 88, Employers’  Accounting for Settlements and Curtailments of 
Defined Benefit Pension Plans and for Termination Benefits.. To the extent the promise to provide pension benefits 
and the promise to provide postretirement benefits are similar, the provisions of this Statement are similar to those 
prescribed by Statements 87 and 88; different accounting treatment is prescribed only when the Board has concluded 
that there is a compelling reason for different treatment.  Appendix B identifies the major similarities and differences 
between this Statement and employers’ accounting for pension. 

 
Basic Tenets  
 
 This Statement relies on a basic premise of generally accepted accounting principles that accrual accounting 
provides more relevant and useful information than does cash basis  accounting.  The importance of information 
about cash flows or the funding of the postretirement benefit plan is not ignored.  Amounts funded or paid are given 
accounting recognition as uses of cash, but the Board believes that information about cash glows alone in 
insufficient.  Accrual accounting goes beyond cash transactions and attempts to recognize the financial effects of 
noncash transactions and events as they occur.  Recognition and measurement of the accrued obligation to provide 
postretirement benefits will provide users of financial statements with the opportunity to assess the financial 
consequences of employers’ compensation decisions. 
 In applying accrual accounting to postretirement benefits, this Statement adopts three fundamental aspects 
of pension accounting: delayed recognition of certain events, reporting net cost, and offsetting liabilities and related 
assets. 
 Delayed recognition means that certain changes in the obligation for postretirement benefits, including 
those changes arising as a result of a plan initiation or amendment, and certain changes in the value of plan assets 
set aside to meet that obligation are not recognized as they occur.  Rather, those changes are recognized 
systematically over future periods.  All changes in the obligation and plan assets ultimately are recognized unless 
they are first reduced by other changes.  The changes that have been identified and quantified but not yet 
recognized in the employer’s financial statements as components of net periodic postretirement benefit cost and as a 
liability or asset are disclosed. 
 Net cost means that the recognized consequences of events and transactions affecting a postretirement 
benefit plan are reported as a single amount in the employer’s financial statements.  That single amount includes at 
least three types of events or transactions that might otherwise be reported separately.  Those events or 



transactions—exchanging a promise of deferred compensation in the form of postretirement benefits for employee 
service, the interest cost arising from the passage of time until those benefits are paid, and the returns from the 
investment of plan assets—are disclosed separately as components of net periodic postretirement benefit cost. 
 Offsetting means that plan assets restricted for the payment of  postretirement benefits offset the 
accumulated postretirement benefit obligation in determining amounts recognized in the employer’s statement of 
financial position and that the return of those plan assets offsets postretirement benefit cost in the employer’s 
statement of income.  That offsetting is reflected even though the obligation has not been settled, the investment of 
the plan assets may be largely controlled by the employer, and substantial risks and rewards associated with both the 
obligation and the plan assets are borne by the employer. 
 
Recognition and Measurement 
 

The Board is sensitive to concerns about the eligibility of measurements of the postretirement health care 
benefit obligation.  The Board recognizes that limited historical data about per capita claims costs are available and 
that actuarial practice in this area is still developing.  The Board has taken those factors into consideration in its 
decisions to delay the effective date for this Statement, to emphasize disclosure, and to permit employers to phase in 
recognition of the transition obligation in their statements of financial position.  However, the Board believes that 
those factors are insufficient reason not to use accrual accounting for postretirement benefits in financial reporting.  
With increased experience, the reliability of measures of the obligation and cost should improve. 

An objective of this Statement is that the accounting reflect the terms of the exchange transaction that takes 
place between an employer that provides postretirement benefit and the employees who render services in exchange 
for those benefits.  Generally the extant written plan provides the best evidence of that exchange transaction.  
However, in some situations, an  employer’s cost-sharing policy, as evidenced by past practice or by communication 
of intended changes to a plan’s cost-sharing provisions, or a past practice of regular increases in certain monetary 
benefits may indicate that the substantive plan—the plan as understood by the parties to the exchange transaction—
differs from the extant written plan.  The substantive plan is the basis for the accounting. 

This Statement requires that an employer’s obligation for postretirement benefits expected to be provided to 
or for an employee be fully accrued by the date that employee attains full eligibility for all of the benefits expected to 
be received by that employee, any beneficiaries, and covered dependents (the full eligibility date), even if the 
employee is  expected to render additional service beyond that date.  That accounting reflects the fact that at the full 
eligibility date the employee has provided all of the service necessary to earn the right to receive all of the benefits 
that employee is expected to receive under the plan. 

The beginning of the attribution (accrual) period is the employee’s date of hire unless the plan only grants 
credit for service from a later date, in which case benefits are generally attributed from the beginning of that credited 
service period.  An equal amount of the expected postretirement benefit obligation is attributed to each year of 
service in the attribution period unless the plan attributes a disproportionate share of the expected benefits to 
employees’ early years of service.  The Board concluded that, like accounting for other deferred compensation 
agreements, accounting for postretirement benefits should reflect the explicit or implicit contract between the 
employer and its employees. 

 
Single Method 
 
 The Board believes that understandability, comparability, and usefulness of financial information are 
improved by narrowing the use of alternative accounting methods that do not reflect different facts and 
circumstances.  The Board has been unable to identify circumstances that would make it appropriate for different 
employers to use fundamentally different accounting methods or measurement techniques for similar postretirement 
benefit plans or for a single employer to use fundamentally different methods or measurement techniques for different 
plans.  As a result, a single method is prescribed for measuring and recognizing an employer’s accumulated 
postretirement benefit obligation. 
 
 
 
 
 



 
 
 

Amendment to Opinion 12 
 
 An employer’s practice of providing postretirement benefits to selected employees under individual 
contracts, with specific terms determined on an individual-by-individual basis, does not constitute a postretirement 
benefit plan under this Statement.  This Statement amends APB Opinion No. 12, Omnibus Opinion—1967, to 
explicitly require that an employer’s obligation under deferred compensation contracts be accrued following the terms 
of the individual contract over the required service periods to the date the employee is fully eligible for the benefits. 

 
Transition 
 
 Unlike the effects of most other accounting changes, a transition obligation for postretirement benefits 
generally reflects, to a considerable extent, the failure to accrue the accumulated postretirement benefit obligation in 
earlier periods as it arose rather than the effects of a change from one acceptable accrual method of accounting to 
another.  The Board believes that accounting for transition from one method of accounting to another is a practical 
matter and that a major objective of that accounting is to minimize the cost and mitigate the disruption to the extent 
possible without unduly compromising the ability of financial statements to provide useful information. 
 This Statement generally is effective for fiscal years beginning after December 15, 1992, except that the 
application of this Statement to plans outside the United States and certain small, nonpublic employers is delayed to 
fiscal years beginning after December 15, 1994.  The amendment of Opinion 12 is effective for fiscal years beginning 
after March 15, 1991. 
 

*** 
 
 The Board appreciates the contributions of the many people and organizations that assisted the Board in its 
research on this project. 
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Statement of INTRODUCTION 
 
1.     This Statement establishes standards of financial accounting and reporting  for an employer that offers 
postretirement benefits other than pensions1 (hereinafter referred to as postretirement benefits) to its employees.2  
The Board added a project on postemployment benefits other than pensions to its agenda in 1979 as part of its 
project on accounting for pensions and other postemployment benefits.  In 1984, the subject of accounting for 
postemployment benefits other than pensions was identified as a separate project.  As interim measures, FASB 
Statement No. 81, Disclosure of Postretirement Health Care and Life Insurance Benefits, was issued in November 
1984, and FASB Technical Bulletin No. 87-1, Accounting for a Change in Method of Accounting for Certain 
Postretirement Benefits, was issued in April 1987. 
 
2. Most emp loyers have accounted for postretirement benefits on a pay-as-you-go (cash) basis.  As the 
prevalence and magnitude of  employers’ promises to provide those benefits have increased, there has been 
increased concern about the failure of financial reporting to identify the financial effects of those promises.   
 
3. The Board views a postretirement benefit plan as a deferred compensation arrangement whereby an 
employer promises to exchange future benefits for employees’ current services.  Because the obligation to provide 
benefits arises as employees render the services necessary to earn the benefits pursuant to the terms of the plan, the 
Board believes that the cost of providing the benefits should be recognized over those employee service periods.  
 
4. This Statement addresses, for the first time, the accounting issues related to measuring and recognizing the 
exchange that takes place between an employer that provides postretirement benefits and the employees who render 
services in exchange for those benefits.  The Board believes the accounting recognition required by this Statement 
should result in more useful and representationally faithful financial statements.  However, this Statement is not likely 
to be the final step in the evolution of more useful accounting for postretirement benefit arrangements. 
 
5. The Board’s objectives in issuing this Statement are to improve employers’ financial reporting for 
postretirement benefits in the following manner: 
 a.  To enhance the relevance and representational faithfulness of the employer’s reported results of 

operations by recognizing net periodic postretirement benefit cost3 as employees render the services 
necessary to earn their postretirement benefits  

 b.  To enhance the relevance and representational faithfulness of the employer’s statement of financial 
position by including a measure of the obligation to provide postretirement benefits based on a mutual 
understanding between the employer and its employees of the terms of the underlying plan 

 c.  To enhance the ability of users of the employer’s financial statements to understand the extent and 
effects of the employer’s undertaking to provide postretirement benefits to its employees by disclosing 
relevant information about the obligation and cost of the postretirement benefit plan and how those 
amounts are measured 

 d. To improve the understandability and comparability of amounts reported by requiring employers with 
similar plans to use the same method to measure their accumulated postretirement benefit obligations 
and the related costs of the postretirement benefits. 

 
STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING 
 
Scope 
                                                                 
1 Words that appear in the glossary are set in boldface type the first time they appear. 
2 The accounting for benefits paid after employment but before retirement (for example, layoff benefits) is a separate 
phase of the Board’s project on accounting for postemployment benefits other than pensions.  The fact that this 
Statement does not apply to those benefits should not be construed as discouraging the use  of accrual accounting 
for those benefits. 
3 This Statement uses the term net periodic postretirement benefit cost rather than net postretirement benefit 
expense because part of the cost recognized in a period may be capitalized along with other costs as part of an asset 
such as inventory. 



 
6. This Statement applies to all postretirement benefits expected to be provided by an employer to current and 
former employees (including retirees, disabled employees,4 and other former employees who are expected to receive 
postretirement benefits), their beneficiaries, and covered dependents, pursuant to the terms of an employer’s 
undertaking to provide those benefits.  Postretirement benefits include, but are not limited to, postretirement health 
care;5 life insurance provided outside a pension plan to retirees; and other welfare benefits such as tuition assistance, 
day care, legal services, and housing subsidies provided after retirement.  Often those benefits are in the form of a 
reimbursement to plan participants or direct payment to providers for the cost of specified services as the need for 
those services arises, but they may also include benefits payable as a lump sum, such as death benefits.  This 
Statement also applies to settlement of all or a part of an employer’s accumulated postretirement benefit obligation or 
curtailment of a postretirement benefit plan and to an employer that provides  postretirement benefits as part of a 
special termination benefits offer. 
 
7. For the purposes of this Statement, a postretirement benefit plan is an arrangement that is mutually 
understood  by an employer and its employees, whereby an employer undertakes to provide its current and former 
employees with benefits after they retire in exchange for the employees’ services over a specified period of time, 
upon attaining a specified age while in service, or both.  Benefits may commence  immediately upon termination of 
service or may be deferred until retired employees attain a specified age. 
 
8. An employer’s practice of providing postretirement benefits may take a variety of forms and the obligation 
may or may not be funded.  This Statement applies to any arrangement that is in substance a postretirement benefit 
plan, regardless of its form or the means or timing of its funding.  This Statement applies both to written plans and to 
unwritten plans whose existence is discernible either from a practice of paying postretirement benefits or from oral 
representations made to current or former employees.  Absent evidence to the contrary, it shall be  presumed that an 
employer that has provided postretirement benefits in the past or is currently promising those benefits to employees 
will continue to provide those future benefits. 
 

9. This Statement applies to deferred compensation contracts with individual employees if those contracts, 
taken together, are equivalent to a plan that provides postretirement benefits.  It does not apply to an employer’s 
practice of providing postretirement benefits to selected employees under  individual contracts with specific terms 
determined on an individual-by-individual basis.  Those contracts shall be accounted for individually, following the 
terms of the contract.  To the extent the contract does not attribute the benefits to individual years of service, the 
expected future benefits should be accrued over the period of service required to be rendered in exchange for the 
benefits.  (Refer to paragraph 13.) 

 
10. A postretirement benefit plan may be part of a larger plan or arrangement that provides benefits currently to 
active employees as well as to retirees.  In those circumstances, the promise to provide benefits to present and future 
retirees under the plan shall be segregated from the promise to provide benefits currently to active employees and 
shall be accounted for in accordance with the provisions of this Statement. 
 
11. This Statement does not apply to pension or life insurance benefits provided through a pension plan.  The 
accounting for those benefits is set forth in GASB Statements No. 87, Employers’ Accounting for Pensions, and No. 
88, Employers’ accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination 
Benefits.6   
                                                                 
4 The determination of disability benefits to be accrued pursuant to this Statement is based on the terms of the 
postretirement benefit plan defining when a disabled employee is entitled to postretirement benefits. 
5 Postretirement health care benefits are likely to be the most significant in terms of cost and prevalence, and certain 
of the issues that arise in measuring those benefits are unique.  Therefore, much of the language of this Statement 
focuses on postretirement health care plans.  Nevertheless, this Statement applies equally to all postretirement 
benefits. 
6 Two special Reports prepared by the FASB staff, A Guide to Implementation of Statement 87 on Employers’ 
Accounting for Pensions, and A Guide to Implementation of Statement 88 on Employers’ Accounting for 



 
12. This Statement supersedes FASB Statement No. 81, Disclosure of Postretirement Health Care and Life 
Insurance Benefits. Paragraphs 13  and 114 of this Statement amend APB Opinion No. 12, Omnibus Opinion—1967; 
paragraph 14 amends Statement 87; and paragraph 89 amends APB Opinion No. 16, Business Combinations.  
Paragraph 115 rescinds FASB Technical Bulletin No. 87-1, Accounting for a Change in Method of Accounting for 
Certain Postretirement Benefits. 
 

Amendment to Opinion 12 
 
13. The following paragraphs and footnote replace the first four sentences and footnote of paragraph 6 of 
Opinion 12: 
 
 FASB Statement No. 87, Employers’ Accounting for Pensions, or Statement No. 106, Employers’ 

Accounting for Postretirement Benefits Other Than Pensions, applies to deferred compensation contracts 
with individual employees if those contracts, taken together, are equivalent to a postretirement income plan 
or a postretirement health or welfare benefit plan, respectively.  Other deferred compensation contracts shall 
be accounted for individually on an accrual basis in accordance with the terms of the underlying contract. 

  
 To the extent the terms of the contract attribute all or a portion of the expected future benefits to an 

individual year of the employee’s service, the cost of those benefits shall be recognized in that year.  To the 
extent the terms of the contract attribute all or a portion of the expected future benefits to a period of service 
greater than one year, the cost of those benefits shall be accrued over that period of the employee’s service 
in a systematic and rational manner.  At the end of that period the aggregate amount accrued shall equal the 
then present value of the benefits expected to be provided to the employee, any beneficiaries, and covered 
dependents in exchange for the employee’s service to that date.* 

              ______________________________________  
              *The amounts to be accrued periodically shall result in an accrued amount at the full eligibility date (as 

defined in Statement 106) equal to the then present value of all of the future benefits expected to be paid.  
Paragraphs 413-416 of Statement 106 illustrate application of this paragraph. 

 

Amendment to Statement 87 
 
14. The following sentences replace the first two sentences and footnote of paragraph 8 of Statement 87: 
 
              This Statement does not apply to life insurance benefits provided outside a pension plan or to other 

postretirement health and welfare benefits.  The accounting for those benefits is set forth in FASB 
Statement No. 106, Employers’ Accounting for Postretirement Benefits Other Than Pensions. 

 
Use of Reasonable Approximations 
 
15. This Statement is intended to specify accounting objectives and results rather than computational means of 
obtaining those results.  If estimates, averages, or computational shortcuts can reduce the cost of applying this 
Statement, their use is appropriate, provided the results are reasonably expected not to be  materially different from 
the results of a detailed application. 
 
Single-Employer Defined Benefit Postretirement Plans 
                                                                                                                                                                                                                 
Settlements and Curtailments of Defined Benefit Pension Plans and for Termination Benefits, provide Accounting 
guidance  on implementation questions raised in connection with Statements 87 and 88.  Many of the provisions in 
this Statement are the same as or are similar to the provisions of Statements 87 and 88.  Consequently, the guidance 
provided in those Special Reports should be useful in understanding and implementing many of the provisions of 
this Statement. 



 
16.  This Statement primarily focuses on an employer’s accounting for a single-employer plan that defines the 
postretirement benefits to be provided to retirees.  For purposes of this Statement, a defined benefit postretirement 
plan is one that defines the postretirement benefits in terms of (a) monetary amounts (for example, $100,000 of life 
insurance) or (b) benefit coverage to be provided (for example, Up to $200 per day for hospitalization, 80 percent of 
the cost of specified surgical procedures, and so forth).  (Specified monetary amounts and benefit coverage are 
hereinafter collectively referred to as benefits.) 
 
17. In some cases, an employer may limit its obligation through an individual or an aggregate “cap” on the 
employer’s cost or benefit obligation.  For example, an employer may elect to limit its annual postretirement benefit 
obligation for each retired plan participant to a maximum of $5,000.  Or, an employer may elect to limit its share of the 
aggregate cost of covered postretirement health care benefits for a period to an amount determined based on an 
average per capita cost per retired plan participant.  Plans of that nature are considered to be defined benefit 
postretirement plans.  Paragraphs 472-478 illustrate measurement considerations for defined-dollar capped plans. 
 
18.  A postretirement benefit is part of the  compensation paid to an employee for services rendered.  In a 
defined benefit plan, the employer promises to provide, in addition to current wages and benefits, future benefits 
during retirement.  Generally, the amount of those benefits depends on the benefit formula (which may include 
factors such as the number of years of service rendered or the employee’s compensation before retirement or 
termination), the longevity of the retiree and any beneficiaries and covered dependents, and the incidence of events 
requiring benefit payments (for example, illnesses affecting the amount of health care required).  In most cases, 
services are rendered over a numb er of years before an employee retires and begins to receive benefits or is entitled 
to receive benefits as a need arises.  Even though the services rendered by the employee are complete and the 
employee has retired, the total amount of benefits the employer has promised and the cost to the employer of the 
services rendered are not precisely determinable but can be estimated using the plan’s benefit formula and estimates 
of the effects of relevant future events. 
 

Basic Elements of Accounting for Postretirement Benefits 
 
19. Any method of accounting that recognizes the cost of postretirement benefits over employee service 
periods (before the payment of benefits to retirees) must deal with two factors that stem from the nature of the 
arrangement.  First, estimates or assumptions must be made about the future events that will determine the amount 
and timing of the benefit payments.  Second, an attribution approach that assigns benefits and the cost of those 
benefits to individual years of service must be selected. 
 
20. The expected postretirement benefit obligation for an employee is the actuarial present value as of a 
particular date of the postretirement benefits expected to be  paid by the employer’s plan to or for the employee, the 
employee’s beneficiaries, and any covered dependents pursuant to the terms of the plan.  Measurement of the 
expected postretirement benefit obligation is based on the expected amount and timing of future benefits, taking into 
consideration the expected future cost of providing the benefits and the extent to which those costs are shared by 
the employer, the employee (including consideration of contributions required during the employee’s active service 
period and following retirement, deductibles, coinsurance  provisions, and so forth), or others (such as through 
governmental programs). 
 
21. The accumulated postretirement benefit obligation7 as of a particular date is the actuarial present value of all 
future benefits attributed to an employee’s service rendered to that date pursuant to paragraphs 43 and 44 and 52-55, 
assuming the  plan continues in effect and that all assumptions about future events are fulfilled.  Prior to the date on 

                                                                 
7 The accumulated postretirement benefit obligation generally reflects a ratable allocation of expected future benefits 
to employee service already rendered in the attribution period; the accumulated benefit obligation under Statement 87 
generally reflects the future benefits allocated to employee service in accordance with the benefit formula.  In 
addition, unlike Statement 87, this Statement implicitly considers salary progression in the measurement of the 
accumulated postretirement benefit obligation of a pay-related plan. 



which an employee attains full eligibility for the benefits that employee is expected to earn under the terms of the 
postretirement benefit plan (the full eligibility date), the accumulated postretirement benefit obligation for an 
employee is a portion of the expected postretirement benefit obligation.  On and after the full eligibility date, the 
accumulated postretirement benefit obligation and the expected postretirement benefit obligation for an employee are 
the same.  Determination of the full eligibility date is affected by  plan terms that provide incremental benefits 
expected to be received by or on behalf of an employee for additional years of service, unless those incremental 
benefits are trivial.  Determination of the full eligibility date is not affected by plan terms that define when benefit 
payments commence or by an employee’s current dependency status.  (Paragraphs 397-408 illustrate determination of 
the full eligibility date.) 
 
22. Net periodic postretirement benefit cost comprises several components that reflect different aspects of the 
employer’s financial arrangements.  The service cost component of net periodic postretirement benefit cost is the 
actuarial present value of benefits attributed to services rendered by employees during the period (the portion of the 
expected  postretirement benefit obligation attributed to service in the period).  The service cost component is the 
same for an unfunded plan, a plan with minimal funding,, and a well-funded plan.  The other components of net 
periodic postretirement benefit cost are interest cost8 (interest on the accumulated postretirement benefit obligation, 
which is a discounted amount), actual return on plan assets, amortization of unrecognized prior service cost, 
amortization of the transition obligation or transition asset, and the gain or loss component. 

 
Measurement of Cost and Obligations 
 
Accounting for the substantive plan 
 
23. An objective of this Statement is that the accounting reflect the terms of the exchange transaction that takes 
place between an employer that provides postretirement benefits and the employees who render services in exchange 
for those benefits, as those terms are understood by both parties to the transaction.  Generally, the extant written 
plan provides the best evidence of the terms of that exchange transaction.  However in some situations, an 
Employer’s cost-sharing policy, as evidenced by past practice or by communication of intended changes to a plan’s 
cost-sharing provisions (paragraphs 24 and 25), or a past practice of regular increases in certain monetary benefits 
(paragraph 26) may indicate that the substantive plan—the plan as understood by the parties to the exchange 
transaction—differs from the extant written plan.  The substantive plan shall be the basis for the accounting. 
 
24. Except as provided in paragraph 25, an employer’s cost-sharing policy, as evidenced by the following past 
practice or communication, shall constitute the cost-sharing provisions of the substantive plan if either of the 
following conditions exist.  Otherwise, the extant written plan shall be considered to be the substantive plan.  
 
 (a)  The employer has a past practice of (1) maintaining a consistent level of cost sharing between the 

employer and its retirees through changes in deductibles, coinsurance provisions, retiree contributions, or 
some combination of those changes or (2) consistently increasing or reducing the employer’s share of the 
cost of the covered benefits through changes in retired or active plan participants’ contribution toward their 
retiree health care benefits, deductibles, coinsurance provisions, out-or-pocket limitations, and so forth, in 
accordance with the employer’s established cost-sharing policy. 

 (b)  The employer has the ability, and has communicated to affected plan participants its intent, to institute 
different cost-sharing provisions at a specified time or when certain conditions exist (for example, when 
health care cost increases exceed a certain level). 

 
25. An employer’s past practice of maintaining a consistent level of cost sharing with its retirees or consistently 
increasing or reducing its share of the cost of providing the covered benefits shall not constitute provisions of the 

                                                                 
8 The interest cost component of postretirement benefit cost shall not be considered interest for purposes of 
applying FASB Statement No. 34, Capitalization of Interest Cost. 



substantive plan if accompanied by identifiable offsetting changes in other benefits or compensation9 or if the 
employer incurred significant costs, such as work stoppages, to effect that cost-sharing policy.10  Similarly, an 
employer’s communication of its intent to institute cost-sharing provisions that differ from the extant written plan or 
the past cost-sharing practice shall not constitute provisions of the substantive plan (a) if  the plan participants 
would be unwilling to accept the change without adverse consequences to the employer’s operations or (b) if other 
modifications of the plan, such as the level of benefit coverage, or providing offsetting changes in other benefits, 
such as pension benefits, would be required to gain plan participants’ acceptance of the change to the cost-sharing 
arrangement. 
 
26. A past practice of regular increases in postretirement benefits defined in terms of monetary amounts may 
indicate that the employer has a present commitment to make future improvements to the plan and that the plan ill 
provide monetary benefits attributable to prior service that are greater than the monetary benefits defined by the 
extant written plan.  In those situations, the substantive commitment to increase those benefits shall be the basis for 
the accounting.  Changes in the benefits, other than  benefits defined in terms of monetary amounts, covered by a 
postretirement health care plan or by other postretirement benefit plans shall not be anticipated. 
 
27. Contributions expected to be received from active employees toward the cost of their postretirement 
benefits and from retired plan participants are treated similarly for purposes of measuring an employer’s expected 
postretirement benefit obligation.  That obligation is measured as the actuarial present value of the benefits expected 
to be provided under the plan, reduced by the actuarial present value of contributions expected to be received from 
the plan participants during their remaining active service and postretirement periods.  In determining the amount of 
the contributions expected to be received from those participants toward the cost of their postretirement benefits, 
consideration is given to any related substantive plan provisions, such as an employer’s past practice of 
consistently increasing or reducing the contribution rates as described in paragraphs 24 and 25.  An obligation to 
return contributions received from employees who do not attain eligibility for postretirement benefits and, if 
applicable, any interest accrued on those contributions shall be recognized as a component of an employer’s 
postretirement benefit obligation. 
 
28. Automatic benefit changes11 specified by the plan that are expected to occur shall be  included in 
measurements of the expected and accumulated postretirement benefit obligations and the service cost component of 
net periodic postretirement benefit cost.  Also, plan amendments shall be included in the computation of the expected 
and accumulated postretirement benefit obligations once they have been contractually agreed to, even if some 
provisions take effect only in future periods. For example, if a  plan amendment grants a different benefit level for 

                                                                 
9 For example, a  past practice of increasing retiree contributions annually based on a specified index or formula may 
appear to indicate that the substantive plan includes a determinable indexing of the retirees’ annual contributions to 
the plan.  However, if that past practice of increasing retiree contributions is accompanied by identifiable offsetting 
changes in other benefits or compensation, those offsetting changes would indicate that the substantive plan 
incorporates only the current cost-sharing provisions.  Therefore, future increases or reductions of those cost-
sharing provisions should not be  incorporated in measuring the expected postretirement benefit obligation. 
10 By definition, an employer does not have the unilateral right to change a collectively bargained  plan.  Therefore, if 
the postretirement benefits are the subject of collective bargaining, the extant written plan shall be the substantive 
plan unless the employer can demonstrate its ability to maintain (a) a consistent level of cost sharing or (b) a 
consistent practice of increasing or reducing its share of the cost of the covered benefits in past negotiations without 
making offsetting changes in other benefits or compensation of the affected plan participants or by incurring other 
significant costs to maintain that cost-sharing arrangement. 
11 For purposes of this Statement, a  plan that promises to provide retirees a benefit in kind, such as health care 
benefits, rather than a defined dollar amount of benefit, is considered to be a plan that specifies automatic benefit 
changes.  (The assumed rate of change in the future cost of providing health care benefits, the assumed health care 
cost trend rate, is discussed in paragraph 39.)  Because automatic benefit changes are not conditional on employees 
rendering additional years of service, the full eligibility date is not affected by those changes.  A benefit in kind 
includes the direct rendering of services, the payment directly to others who provide the services, or the 
reimbursement of the retiree’s payment for those services. 



employees retiring after a future date, that increased or reduced benefit level shall be included in current-period 
measurements for employees expected to retire after that date. 
 
Assumptions 
 
29.   The Board believes that measuring the net periodic postretirement benefit cost and accumulated 
postretirement benefit obligation based on best estimates is superior to implying, by a failure to accrue, that no cost 
or obligation exists prior to the payment of benefits.  This Statement requires the use of  explicit assumptions, each 
of which individually represents the best estimate of a particular future event, to measure the expected postretirement 
benefit obligation.  A portion of that expected postretirement benefit obligation is attributed to each period of an 
employee’s service associated with earning the postretirement benefits, and that amount is accrued as service cost 
for that period. 
 
30. The service cost component of postretirement benefit cost, any prior service cost, and the accumulated 
postretirement benefit obligation are measured using actuarial assumptions and present value techniques to calculate 
the actuarial present value of the expected future benefits attributed to periods of employee service.  Each 
assumption used shall reflect the best estimate solely with respect to that individual assumption.  All assumptions 
shall presume that the plan will continue in effect in the absence of evidence that it will not continue.  Principal 
actuarial assumptions include the time value of money (discount rates); participation rates (for contributory plans); 
retirement age; factors affecting the amount and timing of future benefit payments, which for postretirement health 
care benefits consider past and present per capita claims cost by age, health care cost trend rates, Medicare 
reimbursement rates, and so forth; salary progression (for pay-related plans); and the probability of payment 
(turnover, dependency status, mortality, and so forth). 
 
31. Assumed discount rates shall reflect the time value of money as of the measurement date in determining the 
present value of future cash outflows currently expected to be required to satisfy the postretirement benefit 
obligation.  In making that assumption, employers shall look to rates of return on high-quality fixed-income 
investments currently available whose cash flows match the timing and amount of expected benefit payments.  If 
settlement of the obligation with third-party insurers is possible (for example, the purchase of nonparticipating life 
insurance contracts to provide death benefits), the interest rates inherent in the amount at which the postretirement 
benefit obligation could be settled are relevant in determining the assumed discount rates.  Assumed discount rates 
are used in measurements of the expected and accumulated postretirement benefit obligations and the service cost 
and interest cost components of net periodic postretirement benefit cost. 
 
32. The expected long-term rate of return on plan assets shall reflect the average rate of earnings expected on 
the existing assets that qualify as plan assets and contributions to the plan expected to be made during the period..  
In estimating that rate, appropriate consideration should be given to the returns being earned on the  plan assets 
currently invested and the rates of return expected to be available for reinvestment.  If the return on plan assets is 
taxable to the trust or other fund under the plan, the expected long-term rate of return shall be reduced to reflect the 
related income taxes expected to be paid under existing law.  The expected long-term rate of return on plan assets is 
used with the market-related value of plan assets to compute the expected return on plan assets.  (Refer to 
paragraph 57.)  There is no assumption of an expected long-term rate of return on plan assets for plans that are 
unfunded or that have no assets that qualify as plan assets pursuant to this Statement. 
 
33. The service cost component of net periodic postretirement benefit cost and the expected and accumulated 
postretirement benefit obligations shall reflect future compensation levels to the extent the postretirement benefit 
formula defines the benefits wholly or partially as a function of future compensation levels.12  For pay-related plans, 
assumed compensation levels shall reflect the best estimate of the actual future compensation levels of the individual 

                                                                 
12 For pay-related plans, salary progression is included in measuring the expected postretirement benefit obligation.  
For example, a postretirement health care plan may define the deductible amount or copayment, or a postretirement 
life insurance plan may define the amount  of death benefit, based on the employee’s average or final level of annual 
compensation. 



employees involved, including future changes attributed to general price levels, productivity, seniority, promotion, 
and other factors.  All assumptions shall be consistent to the extent that each reflects expectations about the same 
future economic conditions, such as future rates of inflation.  Measuring service cost and the expected and 
accumulated postretirement benefit obligations based on estimated future compensation levels entails considering 
any indirect effects, such as benefit limitations, that would affect benefits provided by the plan.13 
 
Assumptions unique to postretirement health care benefits 
 
34. Measurement of an employer’s postretirement health care obligation requires the use of several 
assumptions unique to health care benefits.  Most significantly, it includes several assumptions about factors that 
will affect the amount and timing of future benefit payments for postretirement health care.  Those factors include 
consideration of historical per capita claims cost by age, health care cost trend rates (for plans that provide a benefit 
in kind), and medical coverage to be paid by governmental authorities and other providers of health care benefits. 
 
35. In principle, an employer’s share of the expected future postretirement health care cost for a plan participant 
is developed by reducing the assumed per capita claims cost at each age at which the plan participant is expected to 
receive benefits under the plan by (a) the effects of coverage by Medicare and other providers of health care 
benefits, and (b) the effects of the cost-sharing provisions of the plan (deductibles, copayment provisions, out-of-
pocket limitations, caps on the limits of the employer-provided payments, and retiree contributions).14  The resulting 
amount represents the assumed  net incurred claims cost at each age at which the plan participant is expected to 
receive benefits under the plan.  If contributions are required to be paid by active plan participants toward their 
postretirement health care benefits, the actuarial present value of the  plan participants’ future contributions reduces 
the actuarial present value of the aggregate assumed net incurred claims costs. 
 
36. The assumed per capita claims cost by age is  the annual per capita cost, for periods after the measurement 
date, of providing the postretirement health care benefits covered by the plan from the earliest age at which an 
individual could begin to receive benefits under the plan through the remainder of the individual’s life or the covered 
period, if shorter.  The assumed per capita claims cost shall be the best estimate of the expected future cost of the 
benefits covered by the  plan.15  It may be appropriate to consider other factors in addition to age, such as sex and 
geographical location, in developing the assumed per capita claims cost. 
 
37. Past and present claims data for the plan, such as a historical pattern of gross claims by age (claims curve), 
should be used in developing the current per capita claims cost to the extent that those data are considered to be 
indicative of the current cost of providing the benefits covered by the plan.  Those current claims data shall be 
adjusted by the assumed health care cost trend rate.  The resulting assumed peer capita claims cost by age, together 
with the plan demographics, determines the amount and timing of expected future gross eligible changes.   
 
38. In the absence of sufficiently reliable plan data about the current cost of the benefits covered by the plan, 
the current per capita claims cost should be based, entirely or in part, on the claims information of other employers to 

                                                                 
13 For example, a plan may define the maximum benefit to be provided under the plan (a fixed cap).  In measuring the 
expected postretirement benefit obligation under that plan, the projected benefit payments would be limited to that 
cap.  For a plan that automatically adjusts the maximum benefit to be provided under the plan for the effects of 
inflation (an adjustable cap), the expected postretirement benefit obligation would be measured based on adjustments 
to that cap consistent with the assumed inflation rate reflected in other inflation-related assumptions. 
14 In some cases, retiree contributions are established based on the average per capita cost of benefit coverage under 
an employer’s health care  plan that provides coverage to both active employees and retirees.  However the medical 
cost of the retirees may cause the average per capita cost of benefit coverage under the plan to be higher than it 
would be if only active employees were covered by the plan.  In that case, the employer has a postretirement benefit 
obligation for the portion of the expected future cost of the retiree health care benefits that are not recovered through 
retiree contributions, Medicare, or other providers of health care benefits. 
15 If significant, the internal and external costs directly associated with administering the postretirement benefit plan 
also should be accrued as a component of assumed per capita claims cost. 



the extent those costs are indicative of the current cost of providing the benefits covered by the plan.  For example, 
the current per capita claims cost may be based on the claims experience of other employers derived from information 
in data files developed by insurance companies, actuarial firms, or employee benefits consulting firms.  The current 
per capita claims cost developed on those bases shall be adjusted to best reflect the terms of the employer’s plan and 
the plan demographics.  For example, the information should be adjusted, as necessary, for differing demographics, 
such as the age and sex of plan participants, health care utilization patterns by men and women at various ages, and 
the expected geographical location of retirees and their dependents, and for significant differences between the 
nature and types of benefits covered by the employer’s plan and those encompassed by the underlying data. 
 
39. The assumption about health care cost trend rates represents the expected annual rates of change  in the 
cost of health care benefits currently provided by the postretirement benefit plan, due to factors other than changes 
in the demographics of the plan participants, for each year from the measurement date until the end of the period in 
which benefits are expected to be paid.  Past and current health care cost trends shall be used in developing an 
employer’s assumed health care cost trend rates, which implicitly consider estimates of health care inflation, changes  
in health care utilization or delivery patterns, technological advances, and changes in the health status of plan 
participants.16  Differing services, such as hospital care and dental care, may require the use of different health care 
cost trend rates.  It is appropriate for that assumption to reflect changes in health care cost trend rates over time.  For 
example, the health care cost trend rates may be assumed to continue at the present level for the near term, or 
increase for a period of time, and then grade down over time to an estimated health care cost trend rate ultimately 
expected to prevail. 
 
40. Certain medical claims may be covered by governmental programs under existing law or by other providers 
of health care benefits.17  Benefit coverage by those governmental programs shall be assumed to continue as 
provided by the present law and by other providers pursuant to their present plans.  Presently enacted changes in 
the law or amendments of the plans of other health care providers that take effect in future periods and that will affect 
the future level of their benefit coverage shall be considered in current-period measurements for benefits expected to 
be provided in those future periods,  Future changes in laws concerning medical costs covered by governmental 
programs and future changes  in the plans of other providers shall not be anticipated. 
 
41.  In some cases, determining the assumed per capita claims cost by age as described in paragraphs 36-38 may not 
be practical because credible historical information about the gross per capita cost of covered benefits may not be 
available or determinable to satisfy the stated measurement approach.  However, credible his torical information about 
incurred claims costs  may be available.  In those cases, an alternative method of developing the assumed per capita 
claims cost may be used provided the method results in a measure that is the best estimate of the expected future 
cost of the  benefits covered by the plan.  For example, the assumed health care cost trend rates may be determined 
by adjusting the expected  change in the employer’s share of per capita incurred claims cost by age by a factor that 
reflects the effects of the plan’s cost-sharing provisions.  However, an approach that projects net incurred claims 
costs using unadjusted assumed health care cost trend rates would implicitly assume changes in the plan’s cost-
sharing provisions at those assumed rates and, therefore, is not acceptable unless the plan’s cost-sharing provisions 
are indexed in that manner or the substantive plan (paragraphs 24-26) operates in that manner. 
 
42. Assumed discount rates include an inflationary element that reflects the expected general rate of inflation.  
Assumed compensation levels include consideration of future changes attributable to general price levels.  Similarly, 
assumed health care cost trend rates  include an element that reflects expected general rates of inflation for the 
economy overall and an element that reflects price changes of health care costs in particular.  To the extent that those 
assumptions consider similar inflationary effects, the assumptions about those effects shall be consistent. 
                                                                 
16 An assumption abut changes in the health status of plan participants considers, for example, the probability that 
certain claims costs will be  incurred based on expectations of future events, such as the likelihood that some retirees 
will incur claims requiring technology currently being developed or that historical claims experience for certain 
medical needs may be reduced as a result of participation in a wellness program. 
17 For example, a retiree’s spouse also may be covered by the spouse’s present (or former) employer’s health care 
plan.  In that case, the spouse’s employer (or former employer) may provide either primary or secondary 
postretirement health care benefits to the retiree’s spouse or dependents. 



 
Attribution 
 
43. An equal amo unt of the expected postretirement benefit obligation for an employee generally shall be 
attributed to each year of service in the attribution period (a benefit/years- of- service approach).  However, some 
plans may have benefit formulas that attribute a disproportionate share of the expected postretirement benefit 
obligation to employees’ early years of service.  For that type of plan, the expected postretirement benefit obligation 
shall be attributed in accordance with the plan’s benefit formula. 
 
44.  The beginning of the attribution period generally shall be the date of hire.  However, if the plan’s benefit 
formula grants credit only for service from a later date and that credited service period is not nominal in relation to 
employees’ total years of service prior to their full eligibility dates, the expected postretirement benefit obligation 
shall be attributed from the beginning of that credited service period,  In all cases, the end of the attribution period 
shall be the full eligibility date. (Paragraphs 409-412 illustrate the attribution provisions of this Statement.)  
 
Recognition of Net Periodic Postretirement Benefit Cost 
45. As with other forms of deferred compensation, the cost of providing postretirement benefits shall be 
attributed to the periods of employee service rendered in exchange for those future benefits pursuant to the terms of 
the plan.  That cost notionally represents the change in the unfunded accumulated postretirement benefit obligation 
for the period, ignoring employer contributions to the plan, plan settlements, and payments made by the employer 
directly to retirees.  However, changes in that unfunded obligation that arise from experience gains and losses and 
the effects of changes  in assumptions may be recognized as a component of net periodic postretirement benefit cost 
on a delayed basis.  In addition, the effects of a plan initiation or amendment generally are recognized on a delayed 
basis. 
 
46. The following components shall be  included in the net postretirement benefit cost recognized for a period 
by an employer sponsoring a defined benefit postretirement plan: 
 
a.  Service cost (paragraph 47) 
b.  Interest cost (paragraph 48) 
c.  Actual return on plan assets, if any (paragraph 49)  
d.  Amortization of unrecognized prior service cost, if any (paragraphs 50-55) 
e.  Gain or loss (Including the effects of changes in assumptions) to the extent recognized (paragraphs 56-62) 
f.  Amortization of the unrecognized obligation or asset existing at the date of initial application of this Statement, 
hereinafter referred to as the unrecognized transition obligation18 or unrecognized transition asset (paragraphs 110 
and 112). 
 
Service Cost 
 
48. The interest cost component recognized in a period shall be determined as the increase in the accumulated 
postretirement benefit obligation to recognize the effects of the passage of time.  Measuring the accumulated 
postretirement benefit obligation as a present value requires accrual of an interest cost at rates equal to the assumed 
discount rates. 
 
Actual return on plan assets 
 
49. For a funded plan, the actual return on plan assets shall be determined based on the fair value of plan assets 
(refer to paragraphs 65 and 66) at the beginning and end of the period, adjusted for contributions and benefit 

                                                                 
18 Amortization of the unrecognized transition obligation or asset will be adjusted prospectively to recognize the 
effects off (a) a negative plan amendment pursuant to paragraph 55, (b) a constraint on immediate recognition of a net 
gain or loss pursuant to paragraph 60, © settlement recognition of the unrecognized transition obligation pursuant to 
paragraph 112. 



payments.  If the fund holding the plan assets is a taxable entity, the accrual return of plan assets shall reflect the tax 
expense or benefit for the period determined in accordance with generally accepted accounting principles.  Otherwise, 
no provision for taxes shall be included in the actual return on plan assets. 
 
Prior service cost 
 
50.   Plan amendments (including initiation of a plan) may include provisions that attribute the increase or 
reduction in benefits to employee service rendered in prior periods or only to employee service to be rendered  in 
future  periods.  For purposes of measuring the accumulated postretirement benefit obligation, the effect of a plan 
amendment on a plan participant’s expected postretirement benefit obligation shall be attributed to each year of 
service in that plan participant’s attribution period, including years of service already rendered by that plan 
participant, in accordance with the attribution of the expected postretirement benefit obligation to years of service as 
discussed in paragraphs 43 and 44.  If a plan is  initiated that grants benefits solely in exchange for employee service 
after the date of the plan initiation or a future date, no portion of the expected postretirement benefit obligation is 
attributed to prior service periods because, in that case, the credited service period for the current employees who are 
expected to receive benefits under the plan begins at the date of the plan initiation or the future date. 
 
51. Plan amendments that improve benefits are granted with the expectation that the employee will realize 
economic benefits in future periods.  Consequently, except as discussed in paragraph 54, this Statement does not 
permit the cost of benefit improvements (that is, prior service cost) to be included in net periodic postretirement 
benefit cost entirely in the year of the amendment.  Rather, paragraph 52 provides for recognition of prior service cost 
arising from benefit improvements during the remaining years of service to the full eligibility dates of those plan 
participants active at the date of the plan amendment.  (Refer to paragraph 55 for plan amendments that reduce 
benefits.) 
 
52. The cost of benefit improvements (including improved benefits that are granted to fully eligible plan 
participants) is the increase  in the accumulated postretirement benefit obligation as a result of the plan amendment, 
measured at the date of the amendment.  Except as specified in the next sentence and in paragraphs 53 and 54, that 
prior service cost shall be amortized by assigning an equal amount to each remaining year of service to the full 
eligibility date of each plan participant active at the date of the amendment who was not yet fully eligible for benefits 
at that date,  If all or almost all of a plan’s participants are fully eligible for benefits, the prior service cost shall be 
amortized based on the remaining life expectancy of those plan participants rather than on the remaining years of 
service to the full eligibility dates of the active plan participants. 
 
53.  To reduce the complexity and detail of the computations required, consistent use of an alternative amortization 
approach that more rapidly reduces unrecognized prior service cost is permitted.  For example, a straight-line 
amortization of the cost over the average remaining years of service to full eligibility for benefits of the active plan 
participants is acceptable. 
 
54. In some situations, a history of regular plan amendments and other evidence may indicate that the period 
during which the employer expects to realize economic benefits from an amendment that grants increased benefits is 
shorter than the remaining years of service to full eligibility for benefits of the active plan participants.  Identification 
of those situations requires an assessment of the individual circumstances of the particular plan.  In those 
circumstances, the amortization of prior service cost shall be accelerated to reflect the more rapid expiration of the 
employer’s economic benefits and to recognize the cost in the periods benefited. 
 
55. A plan amendment can reduce, rather than increase, the accumulated postretirement benefit obligation.  A 
reduction in that obligation shall be used first to reduce any existing unrecognized prior service cost, then to reduce 
any remaining unrecognized transition obligation.  The excess, if any, shall be amortized on the same basis as 
specified in paragraph 52 for prior service cost.  Immediate recognition of the excess is not permitted. 
 
Gains and losses 
 



56. Gains and losses are changes in the amount of either the accumulated postretirement benefit obligation or 
plan assets resulting from experience different from that assumed or from changes in assumptions.  This Statement 
generally does not distinguish between those sources of gains and losses.  Gains and losses  include amounts that 
have been realized, for example, by the sale of a security, as well as amounts that are unrealized.  Because gains and 
losses may reflect refinements in estimates as well as real changes in economic values and because some gains in one 
period may be offset by losses in another or vice versa, this Statement does not require recognition of gains and 
losses as components of net postretirement benefit cost in the period in which they arise, except as described in 
paragraph 61.  (Gain and loss recognition in accounting for settlements and curtailments is addressed  in paragraphs 
90-99.) 
 
57. The expected return on plan assets shall be determined based on the expected long-term rate of return on  
plan assets (refer to paragraph 32) and the market-related value of plan assets.  The market-related value of plan 
assets shall be either fair value or a calculated value that recognizes changes  in fair value in a systematic and rational 
manner over not more than five years.  Different methods of calculating market-related value may be used for different 
classes of assets (for Example, an employer might use fair value for bonds and five-year-moving-average value for 
equities), but the manner of determining market-related value shall  be applied consistently from year to year for each 
class of plan assets. 
 
58. Plan asset gains and losses are differences between the actual return on plan assets during a period and the 
expected return on plan assets for that period.  Plan asset gains and losses include both (a) changes reflected in the 
market-related value of plan assets and (b) changes not yet reflected in the market-related value of plan assets (that 
is, the difference between the fair value and the market-related value of plan assets).  Plan asset gains and losses not 
yet reflected in market-related value are not required to be amortized under paragraphs 59 and 60. 
 
59. As a minimum amortization of an unrecognized net gain or loss (excluding plan asset gains and losses not 
yet reflected  in market-related value) shall be included as a component of net postretirement benefit cost for a year if, 
as of the beginning of the year, that unrecognized net gain or loss exceeds 10 percent of the greater of the 
accumulated postretirement benefit obligation or the market-related value of plan assets.  If amortization is required, 
the minimum amortization19  shall be that excess divided by the average remaining service period of active plan 
participants.  If all or almost all of a plan’s participants are inactive, the average remaining life expectancy of the 
inactive participants shall be used  instead of the average remaining service period. 
 
60. Any systematic method of amortization of unrecognized gains and losses may be used in place of the 
minimum amortization specified in paragraph 59 provided that (a) the minimum amortization is recognized in any 
period in which it is greater (reduces the unrecognized amount by more) than the amount that would be recognized 
under the method used, (b) the method is applied consistently, © the method  is applied similarly to both gains and 
losses, and (d) the method used is disclosed.  If an enterprise uses a method of consistently recognizing gains and 
losses immediately, any gain that does not offset a loss previously recognized in income pursuant to this paragraph 
shall first offset any unrecognized transition obligation; any loss that does not offset a gain previously recognized in 
income pursuant to this paragraph shall first offset any unrecognized transition asset. 
 
61. In some situations, an employer may forgive a retrospective adjustment of the current or past years’ cost-
sharing provisions of the plan as they relate to benefit costs already incurred by retirees20 or may otherwise deviate 
                                                                 
19 The amortization must always reduce the beginning-of-the-year balance.  Amortization of an unrecognized net gain 
results  in a decrease in net periodic postretirement benefit cost; amortization of an unrecognized net loss results in 
an increase in net periodic postretirement benefit cost. 
20 For example, the terms of a substantive postretirement health care plan may  provide that any shortfall resulting 
from current year benefit payments in excess of the employer’s stated share of incurred claims cost and retiree 
contributions in the subsequent year.  The employer may subsequently determine that increasing retiree 
contributions for the shortfall in the prior year would be onerous and make a decision to bear the cost of the shortfall 
for that year.  The employer’s decision to bear the shortfall represents a change in intent and the resulting loss shall 
be recognized  immediately.  Future decisions by the employer to continue to bear the shortfall suggest an 
amendment of the substantive plan that should be accounted for as described  in paragraphs 50-55.  



from the provisions of the substantive plan to increase or decrease the employer’s share of the benefit costs 
incurred in the current or past periods.  The effect of a decision to temporarily deviate from the substantive plan 
shall be immediately recognized as a loss or gain. 
 
62. The gain or loss component of net periodic postretirement benefit cost shall consist of (a) the difference 
between the actual return on plan assets and the expected return on plan assets, (b) any gain or loss  immediately 
recognized or the amortization of the unrecognized net gain or loss from previous periods, and © any amount 
immediately recognized as a gain or loss pursuant to  paragraph 61. 
 
Measurement of Plan Assets 
 
63. Plan assets are assets—usually stocks, bonds, and other investments (except certain insurance contracts  
as noted in paragraph 67)—that have been segregated and restricted (usually in a trust) to be used for postretirement 
benefits.  The amount of plan assets includes amounts contributed by the employer, and by plan participants for a 
contributory plan, and amounts earned from investing the contributions, less benefits, income taxes, and other 
expenses incurred.  Plan assets ordinarily cannot be withdrawn by the employer except under certain circumstances 
when a plan has assets in excess of obligations and the employee has taken certain steps to satisfy existing 
obligations.  Securities of the employer held by the pan are includable in plan assets provided they are transferable. 
 
64. Assets not segregated in a  trust, or otherwise effectively restricted, so that they cannot be used by the 
employer for other purposes are not plan assets for  purposes of this Statement, even though the employer may 
intend that those assets by used to provide postretirement benefits.  Those assets shall be accounted for in the same 
manner as other employer assets of a similar nature and with similar restrictions.  Amounts accrued by the employer 
but not yet paid to the plan are not plan assets for purposes of this Statement. 
 
65. For purposes of the disclosures required by paragraph 74, plan investments, whether equity or debt 
securities, real estate, or other, shall be measured at their fair value as of the measurement date. The fair value of an 
investment is the amount that the  plan could reasonably expect to receive for it in a current sale between a willing 
buyer and a willing seller, that is, other than in a forced or liquidation sale.  Fair value shall be measured by the market 
price if an active market exists for the investment.  If no active market exists for an investment but an active market 
exists for similar investments, selling prices in that market may be helpful in estimating fair value.  If a market price is 
not available, a forecast of expected cash flows may aid in estimating fair value, provided the expected cash flows are 
discounted at a current rate commensurate with the risk involved.21  (Refer to paragraph 71.) 
 

Insurance Contracts 
 
67. For purposes of this Statement, an insurance contract is defined as a contract in which an insurance 
company unconditionally undertakes a legal obligation to provide specified benefits to specific individuals in return 
for a fixed consideration or premium; an insurance contract is irrevocable and involves the transfer of significant risk 
from the employer (or the plan) to the insurance company.22  Benefits covered by insurance contracts shall be 
excluded from the accumulated postretirement benefit obligation.  Insurance contracts shall be excluded from plan 
assets, except as provided in paragraph 69 for the cost of participation rights. 
 
68. Some insurance contracts (participating insurance contracts) provide that the purchaser (either the plan or 
the employer) may participate in the experience of the insurance company.  Under those contracts, the insurance 
company ordinarily pays dividends to the purchaser, the effect of which is to reduce the cost of the plan.  If the 

                                                                 
21 For an indication of factors to be considered in determining the discount rate, refer to paragraphs 13 and 14 of APB 
Opinion No. 21, Interest on Receivables and Payables . I significant the fair value of an investment shall reflect the 
brokerage commissions and other costs normally incurred in a sale. 
22 If the insurance company providing the contract does business primarily with the employer and related parties (a 
captive insurer) or if there is any reasonable doubt that the insurance company will meet its obligations under the 
contract, the contract is not an insurance contract for purposes of this Statement. 



participating insurance contract causes the employer to remain subject to all or most of the risks and rewards 
associated with the benefit obligation covered or the assets transferred to the insurance company, that contract is 
not an insurance contract for purposes of this Statement, and the purchase of that contract does not constitute a 
settlement pursuant to paragraphs 90-95. 
 
69. The purchase price of a participating insurance contract ordinarily is higher than the price of an equivalent 
contract without a participation right.  The difference is the cost of the participation right.  The cost of the 
participation right shall be recognized at the date of purchase as an asset.  In subsequent periods, the participation 
right shall be measured at its fair value if the contract is such that fair value is reasonably estimable.  Otherwise the 
participation right shall be measured at its amortized cost (not in excess of its net realizable value), and the cost shall 
be amortized systematically over the expected dividend period under the contract. 
 
70. To the extent that insurance contracts are purchased during the period to cover postretirement benefits 
attributed to service in the current period (such as life insurance benefits), the cost of those benefits shall be the cost 
of purchasing the coverage under the contracts, except as provided in paragraph 69 for the cost of a participation 
right.  If all the postretirement benefits attributed to service in the current period are covered by nonparticipating 
insurance contracts  purchased during that period, the cost of the contracts determines the service cost component 
of net postretirement benefit cost for that period.  Benefits attributed to current service in excess of benefits provided 
by nonparticipating insurance contracts purchased during the current period shall be accounted for according to the 
provisions of this Statement applicable to plans not involving insurance contracts. 
 
71. Other contracts with insurance companies may not meet the definition of an insurance contract because the 
insurance company does not unconditionally undertake a legal obligation to provide specified benefits to specified 
individuals.  Those contracts shall be accounted for as investments and measured at fair value.  If a contract has a 
determinable cash surrender value or conversion value, that is presumed to be its fair value.  For some contracts, the 
best available estimate of fair value may be contract value. 

 
Measurement Date 
 
72. The measurements of plan assets and obligations required by this Statement shall be as of the date of the 
financial statements or, if used consistently form year to year, as of a date not more than three months prior to that 
date.  Even though the postretirement benefit measurements are required as of a particular date, all procedures are not 
required to be performed after that date.  As with other financial statement items requiring estimates, much of the 
information can be prepared as of an earlier date and projected forward to account for subsequent events (for 
example, employee service). 
 
73. Measurements of net periodic postretirement benefit cost for both interim and annual financial statements 
generally shall be based on the assumptions at the beginning of the year (assumptions used for the previous year-
end measurements of plan assets and obligations) unless more recent measurements of both plan assets and the 
accumulated postretirement benefit obligation are available.  For example, if a significant event occurs, such as a plan 
amendment, settlement, or curtailment, that ordinarily would call for remeasurement, the assumptions used for those 
later measurements shall be used to remeasure net periodic postretirement benefit cost from the date of the event to 
the year-end measurement date. 
 
Disclosures 
 
74.   This Statement requires disclosures about an employer’s obligation to provide postretirement benefits and 
the cost of providing those benefits that are intended to enhance the usefulness of the financial statements to 
investors, creditors, and other users of financial information.  An employer sponsoring one or more defined benefit 
postretirement plans (refer to paragraphs 77 and 78) shall disclose, if applicable, the following information about 
those plans: 
a.  A description of the substantive plan(s) that is the basis for the accounting (refer to paragraphs 23-28), including 

the nature of the plan, any modifications of the existing cost-sharing provisions that are encompassed by the 



substantive plan(s) (refer to paragraphs 24 and 25), and the existence and nature of any commitment to increase 
monetary benefits provided by the postretirement benefit plan (refer to paragraph  26), employee groups covered, 
types of benefits provided, funding policy, types of assets held and significant nonbenefit liabilities, and the 
nature and effect of significant matters affecting the  comparability of information for all periods presented, such 
as the effect of a business combination or divestiture  

b.  The amount of net periodic postretirement benefit cost showing separately the service cost component, the 
interest cost component, the actual return on plan assets for the period amortization of the unrecognized 
transition obligation or transition asset, and the net total of other components 23 

 
c. A schedule reconciling the funded status of the  plan(s) with amounts reported in the employer’s statement of 

financial position, showing separately: 
 
 
          (1)  The fair value of plan assets 
          (2) The accumulated postretirement benefit obligation, identifying separately the portion attributable to        

retirees, other fully eligible plan participants, and other active plan participants 
          (3)  The amount of unrecognized prior service cost 
          (4)  The amount of unrecognized net gain or loss (including plan asset gains and losses not yet reflected in 

market-related value) 
          (5)  The amount of any remaining unrecognized transition obligation or transition asset 
          (6)  The amount of net postretirement benefits asset or liability recognized in the statement of financial position, 

which is the net result of combining the preceding five items  
d.  The assumed health care cost trend rate(s) used to measure the expected cost of benefits covered by the plan 

(gross eligible charges) for the next year and a general description of the direction and pattern of change in the 
assumed trend rates thereafter, together with the ultimate trend rate(s) and when that rate is expected to be 
achieved 

e.  The weighted-average of the assumed discount rate(s) and rate(s) of compensation increase (for pay-related 
plans) used to measure the accumulated postretirement benefit obligation and the weighted-average of the 
expected long-term rate(s) of return on plan assets and, for  plans whose  income is segregated from the 
employer’s investment income for tax purposes, the estimated income tax rate(s) included in that rate of return 

f.  The effect of a one-percentage-point increase in the assumed health care cost trend rates for each future year on 
(1) the aggregate of the service and interest cost components of net periodic postretirement health care benefit 
cost and (2) the accumulated postretirement benefit obligation for health care benefits (For purposes of this 
disclosure, all other assumptions shall be held constant and the effects shall be measured based on the 
substantive plan that is the basis for the accounting.) 

g. The amounts and types of securities of the employer and related parties included in plan assets, and the 
approximate amount of future annual benefits of plan participants covered by insurance contracts issued by the 
employer and related parties 

h.  Any alternative amortization method used pursuant to paragraphs 53 or 60 
i.  The amount of gain or loss recognized during the period for a settlement or curtailment and a description of the 

nature of the event(s) (Refer to paragraphs 90-99.) 
j.  The cost of providing special or contractual termination benefits recognized during the period and a description of 

the nature of the event(s).  (Refer to paragraphs 101 and 102.) 
                                                                 
23 The net total of other components is generally the net effect during the period of certain delayed recognition 
provisions of this Statement.  That net total includes: 
 
a. The net asset gain or loss during the period deferred for later recognition (in effect, an offset or a supplement to the 

actual return on plan assets) 
b  Amortization of unrecognized prior service cost 
c. Amortization of the net gain or loss from earlier periods 
e. Any gain or loss recognized due to a temporary deviation from the substantive plan (paragraph 61). 
 
 



 
Employers with Two or More Plans 
 
75. Postretirement benefits offered by an employer may vary in nature and may be provided to different groups 
of employees.  As discussed in paragraph 76, in some cases an employer may aggregate data from unfunded plans 
for measurement purposes in lieu of performing separate measurements for each unfunded plan (including plans 
whose designated assets are not appropriately segregated and restricted and thus have no plan assets as that term is 
used in this Statement).  Net periodic postretirement benefit cost, the accumulated postretirement benefit obligation, 
and plan assets shall be determined for each separately measured plan or aggregation of plans by applying the 
provisions of this Statement to each such plan or aggregation of plans. 
 
76. The data from all unfunded postretirement health care plans may be aggregated for measurement purposes if 
(a) those plans provide different benefits to the same group of employees or (b) those plans provide the same 
benefits to different groups of employees.  Data from other unfunded postretirement welfare benefit plans may be 
aggregated for measurement purposes in similar circumstances, such as when an employer has a variety of welfare 
benefit plans that provide benefits to the same group of employees.  However, a plan that has plan assets (as defined 
herein) shall not be aggregated with other plans but shall be measured separately. 
 
77. Disclosures for plans with plan assets in excess of the accumulated postretirement benefit obligation 
generally may be aggregated with disclosures for plans that have accumulated postretirement benefit obligations that 
exceed plan assets.  However, for purposes of the disclosures required by paragraph 74©, the aggregate plan assets 
and the aggregate accumulated postretirement benefit obligation of the underfunded plans shall be separately 
disclosed.  Otherwise, except as described in paragraph 78, the disclosures required by this Statement may be 
aggregated for all of an employer’s single-employer defined benefit plans, or plans may be disaggregated in groups 
to provide more useful information. 
 
78. The disclosures required by this Statement shall be presented separately for the following: 
 
a.  Plans that provide primarily postretirement health care benefits and plans that provide primarily other 

postretirement welfare benefits if the accumulated postretirement benefit obligation of the latter plans is 
significant relative to the aggregate accumulated postretirement benefit obligation for all of the plans 

b.  Plans inside the United States and plans outside the United States if the accumulated postretirement benefit 
obligation of the latter plans is significant relative to the aggregate accumulated postretirement benefit obligation 
for all of the plans. 

 
Multiemployer Plans 
 
79. For purposes of this Statement, a Multiemployer  plan is a postretirement benefit plan to which two or more 
unrelated employers contribute, usually pursuant to one or more collective-bargaining agreements.  A characteristic 
of multiemployer plans is that assets contributed by one participating employer may be used to provide benefits to 
employees of other participating employers since assets contributed by an employer are not segregated in a separate 
account or restricted to provide benefits only to employees of that employer. 
 
80. A multiemployer plan usually is administered by a board of trustees comp osed of management and labor 
representatives and may also be referred to as a “joint trust” or “union plan.”  Generally, many employers participate 
in a multiemployer plan, and an employer may participate in more than one plan.  The employers participating in 
multiemployer plans usually have a common industry bond, but for some plans the employers are in different 
industries, and the labor union may be their only common bond.  Some multiemployer plans do not involve a union.  
For example, local chapters of a not-for-profit organization may participate in a plan established by the related 
national organization 
 



81. An employer participating in a multiemployer plan shall recognize as net postretirement benefit cost the 
required contribution for the period, which shall include both cash and the fair market value of noncash 
contributions, and shall recognize as a liability any unpaid contributions required for the period. 
 
82. An employer that participates in one or more multiemployer plans shall disclose the following separately 
from disclosures for a single-employer plan: 
 
a.  A description of the multiemployer plan(s) including the employee groups covered, the type of benefits provided 

(defined benefits or defined contribution), and the nature and effect of significant matters affecting comparability 
of information for all periods presented 

b.  The amount of postretirement benefit cost recognized during the period, if available.  Otherwise, the amount of the 
aggregate required contribution for the period to the general health and welfare benefit plan that provides health 
and welfare benefits to both active employees and retirees shall be disclosed.  

 
83. In some situations, withdrawal from a multiemployer plan may result in an employer’s having an obligation 
to the plan for a portion of the plan’s unfunded accumulated postretirement benefit obligation.  If it is either probable 
or reasonably possible that (a) an employer would withdraw from the plan under circumstances that would give rise 
to an obligation or (b) an employer’s contribution to the fund would be increased during the remainder of the 
contract period to make up a shortfall in the funds necessary to maintain the negotiated level of benefit coverage (a 
“maintenance of benefits” clause), the employer shall apply the provisions of FASB Statement No. 5, Accounting for 
Contingencies.  
 
Multiple-Employer Plans 
 
84. Some postretirement benefit plans to which two or more  unrelated employers contribute are not 
multiemployer plans.  Rather, those multiple-employer plans are in substance aggregations of single-employer 
plans, combined to allow participating employers to pool plan assets for investment purposes or to reduce the costs 
of plan administration.  Those plans ordinarily do not involve collective-bargaining agreements.  They may also have 
features that allow participating employers to have different benefit formulas, with the employer’s contributions to 
the plan based on the benefit formula selected by the employer.  Those plans shall be considered single-employer 
plans rather than multiemployer plans for purposes of this Statement, and each employer’s accounting shall be based 
on its respective interest in the plan. 
 
Postretirement Benefit Plans outside the United States 
 
85. Except for its effective date (paragraph 108), this Statement includes no special provision applicable to 
postretirement benefit arrangements outside the United States.  Those arrangements are subject to the provisions of 
this Statement for purposes of preparing financial statements in accordance with accounting principles generally 
accepted in the United States.  The applicability of this Statement to those arrangements is determined by the nature 
of the obligation and by the terms or conditions that define the amount of benefits to be paid, not by whether or how 
a plan is funded, whether benefits are payable at intervals or as a single amount, or whether the benefits are required 
by law or custom or are provided under a plan the employer has elected to sponsor. 
 
Business Combinations 
 
86. When an employer is acquired in a business combination that is accounted for by the purchase method 
under Opinion 16 and that employer sponsors a single-employer defined benefit postretirement plan, the assignment 
of the purchase price to individual assets acquired and liabilities assumed shall include a liability for the accumulated 
postretirement benefit obligation in excess of the fair value of the plan assets or an asset for the fair value of the plan 
assets in excess of the accumulated postretirement benefit obligation.  The accumulated postretirement benefit 
obligation assumed shall be measured based on the benefits attributed by the acquired entity to employee service 
prior to the date the business combination is consummated, adjusted to reflect (a) any changes in assumptions based 
on the purchaser’s assessment of relevant future events (as discussed in paragraphs 23-42) and (b) the terms of the 



substantive plan (as discussed in paragraphs 23-28) to be provided by the purchaser to the extent they differ from the 
terms of the acquired entity’s substantive plan. 
 
87. If the postretirement benefit plan of the acquired entity is amended as a condition of the business 
combination (for example, if the change is required by the seller as part of the consummation of the acquisition), the 
effects of any improvements attributed to services rendered by the participants of the acquired entity’s plan prior to 
the date of the business combination shall be accounted for as part of the accumulated postretirement benefit 
obligation of the acquired entity.  Otherwise, if improvements to the postretirement benefit plan of the acquired entity 
are not a condition of the business combination, credit granted for prior service shall be recognized as a plan 
amendment as discussed in paragraphs 50-55.  If it is expected that the plan will be terminated or curtailed, the effects 
of those actions shall be considered in measuring the accumulated postretirement benefit obligation.  Otherwise, no 
future changes to the plan shall be anticipated. 
 
88. As a result of applying the provisions of paragraph 86 and 87, any previously existing unrecognized net 
gain or loss, unrecognized prior service cost, or unrecognized transition obligation or transition asset is eliminated for 
the acquired employer’s plan.  Subsequently, to the extent that the net obligation assumed or net assets acquired are 
considered in determining the amounts of contributions to the plan, differences between the purchaser’s net periodic 
postretirement benefit cost and amounts it contributes will reduce the liability or asset recognized at the date of the 
combination. 
 
Amendment to Opinion 16 
 
89. The following footnote is added to the end of the last sentence of paragraph 88 of Opinion 16: 
  
 *Paragraphs 86-88 of  FASB Statement No. 106, Employers’ Accounting for Postretirement Benefits Other 

Than Pensions, specify how the general guidelines of this paragraph shall be applied to assets and liabilities 
related to plans that provide postretirement benefits other than pensions. 

 
Accounting for Settlement of a Postretirement Benefit Obligation 
 
90. For purposes of this Statement, a settlement is defined as a transaction that (a) is an irrevocable action, (b) 
relieves the employer (or the plan) of primary responsibility for a postretirement benefit obligation, and © eliminates 
significant risks related to the obligation and the assets used to effect the settlement.24  Examples of transactions that 
constitute a settlement include making lump -sum each payments to plan participants in exchange for their rights to 
receive specified postretirement benefits and purchasing long-term nonparticipating insurance contracts for the 
accumulated postretirement benefit obligation for some or all of the plan participants. 
 
91. A transaction that does not meet the three criteria of paragraph 90 does not constitute a settlement for 
purposes of this Statement.  For example, investing in a portfolio of high-quality fixed-income securities with principal 
and interest payment dates similar to the estimated payment dates of benefits, may avoid or minimize certain risks.  
However, that investment decision does not constitute a settlement because that decision can be reversed, and 
investing in that portfolio does not relieve the employer (or the plan) of primary responsibility for a postretirement 
benefit obligation nor does it eliminate significant risks related to that obligation. 
 
92. For purposes of this Statement, the maximum gain or loss subject to recognition in income when a 
postretirement benefit obligation is settled is the unrecognized net gain or loss defined in paragraphs 56-60 plus any 
remaining unrecognized transition asset.  That maximum gain or loss includes any gain or loss resulting from 
remeasurements of plan assets and the accumulated postretirement benefit obligation at the time of settlement. 
 

                                                                 
24 If an insurance contract is purchased from an insurance company controlled by the employer, the purchase of the 
contract does not constitute a settlement. 



93. If the entire accumulated postretirement benefit obligation is settled and the maximum amount subject to 
recognition is a gain, the settlement gain shall first reduce any remaining unrecognized transition obligation;25 any 
excess gain shall be recognized in income.26  If the entire accumulated postretirement benefit obligation is settled and 
the maximum amount subject to recognition is a loss, the maximum settlement loss shall be recognized in income.  If 
only part of the accumulated postretirement benefit obligation is settled, the employer shall recognize in income the 
excess of the pro rata portion (equal to the percentage reduction in the accumulated postretirement benefit 
obligation) of the maximum settlement gain over any remaining unrecognized transition obligation or a pro rata 
portion of the maximum settlement loss. 
 
94. If the purchase of a participating insurance contract constitutes a settlement (refer to paragraphs 67 and 90), 
the maximum gain (but not the maximum loss) shall be reduced by the cost of the participation right before 
determining the amount to be recognized in income. 
 
95. If the cost of all settlements27 in a year is less than or equal to the sum of the service cost and interest cost 
components of net postretirement benefit cost for the plan for the year, gain or loss recognition is permitted but not 
required for those settlements.  However, the accounting policy adopted shall be applied consistently from year to 
year. 
 
Accounting for a Plan Curtailment 
 
96.   For  purposes of this Statement, a curtailment is an event that significantly reduces the expected years of 
future service of active plan participants or eliminates the accrual of defined benefits for some or all of the future 
services of a significant number of active plan participants.  Curtailments include: 
 
a.   Termination of employees’ services earlier than expected, which may or may not involve closing a facility or 

discontinuing a segment of a business 
b.    Termination or suspension of a plan so that employees do not earn additional benefits for future service.  In the 

latter situation, future service may be counted toward eligibility for benefits accumulated based on past service. 
 
97. The unrecognized prior service cost associated with the portion of the future years of service that had been 
expected to be rendered, but as a result of a curtailment are no longer expected to be rendered, is a loss.  For 
purposes of measuring the effect of a curtailment, unrecognized prior service cost includes the cost of plan 
amendments and any remaining unrecognized transition obligation.  For example, a curtailment may result may result 
from the termination of a significant number of employees who were plan participants at the date of a prior plan 
amendment.28  The loss associated with that curtailment is measured as (a) the portion of the remaining unrecognized 
                                                                 
25 As discussed in paragraph 112, in measuring the gain or loss subject to recognition in income when a 
postretirement benefit obligation is settled, it shall first be determined whether recognition of an additional amount of 
any unrecognized transition obligation is required. 
26 Because the plan is the unit of accounting, the determination of the effects of a settlement considers only the 
unrecognized net gain or loss and unrecognized transition obligation or asset related to the plan for which all or a 
portion of the accumulated postretirement benefit obligation is being settled. 
27 For the following types of settlements, the cost of the settlement is: 
 
a.  For a cash settlement, the amount of cash paid to plan participants 
b.  For a settlement using nonparticipating insurance contracts, the cost of the contracts  
c.  For a settlement using participating insurance contracts, the cost of the contracts less the amount attributed to 
participation rights.  (Refer of paragraphs 68 and 69.) 
 
28 A curtailment also may result from terminating the accrual of additional benefits for the future services of a 
significant number of employees.  The loss in that situation is (a) a proportionate amount of the remaining 
unrecognized prior service cost based on the portion of the remaining expected years of service in the amortization 
period that originally was attributable to those employees who were plan participants at the date of the plan 
amendment and whose future accrual of benefits has been terminated and (b) a proportionate amount of the 



prior service cost related to that (and any prior) plan amendment attributable to the previously expected remaining 
future years of service of the employees who were terminated and (b) the portion of the remaining unrecognized 
transition obligation attributable to the previously expected remaining future years of service of the terminated 
employees who were plan participants at the date of transition. 
 
98. The accumulated postretirement benefit obligation may be decreased (a gain) or increased (a loss) by a 
curtailment.29  That (gain) loss shall reduce any u unrecognized net loss (gain). 
 
a.     To the extent that such a gain exceeds any unrecognized net loss (or the entire gain, if an unrecognized net gain 

exists), it is a curtailment gain. 
 b.    To the extent that such a loss exceeds any unrecognized net gain (or the entire loss, if an unrecognized net loss 

exists), it is a curtailment loss.  
   
99. If the sum of the effects identified in paragraphs 97 and 98 is a net loss, it shall be recognized in income 
when it is probable that a curtailment will occur and the net effect is reasonably estimable.  If the sum of those effects 
is a net gain, it shall be recognized in income when the related employees terminate or the plan suspension or 
amendment is adopted.   
 
Relationship of Settlements and Curtailments to Other Events 
 
100. A settlement and a curtailment may occur separately or together.  If benefits expected to be paid in future 
periods are eliminated for some plan participants (for example, because a significant portion of the work force is 
dismissed or a plant is  closed) but the plan remains in existence and continues to pay benefits, to invest assets, and 
to receive contributions, a curtailment has occurred but not a settlement.  If an employer purchases nonparticipating 
insurance contracts for the accumulated postretirement benefit obligation and continues to provide defined benefits 
for future service, either in the same plan or in a successor plan, a settlement has occurred but not a curtailment.  If a 
plan termination occurs (that is, the obligation is settled and the plan ceases to exist) and the plan is not replaced by 
a successor defined benefit plan, both a settlement and a curtailment have occurred (whether or not the employees 
continue to work for the employer). 
 

Measurement of the Effects of Termination Benefits 
 
101. Postretirement benefits offered as special or contractual termination benefits shall be recognized in 
accordance with paragraph 15 of Statement 88.  That is, an employer that offers special termination benefits to 
employees shall recognize a liability and a loss when the employees accept the offer and the amount can be 
reasonably estimated.  An employer that provides contractual termination benefits shall recognize a liability and a 
loss when it is probable that employees will be entitled to benefits and the amount can be reasonable estimated.  A 
situation involving special or contractual termination benefits may also result in a curtailment to be accounted for 
under paragraphs 96-99 of this Statement.     
 
102. The liability and loss recognized for employees who accept an offer of special termination benefits to be 
provided by a postretirement benefit plan shall be the difference between (a) the accumulated postretirement benefit 
obligation for those employees, assuming that those employees (active plan participants) not yet fully eligible for 
benefits would terminate at their full eligibility date and that fully eligible plan participants would retire immediately, 
without considering any special termination benefits and (b) the accumulated postretirement benefit obligation as 
measured in (a) adjusted to reflect the special termination benefits. 

                                                                                                                                                                                                                 
remaining unrecognized transition obligation based on the portion of the remaining years of service of all participants 
active at the date of transition that originally was attributable to the remaining expected future years of service of the 
employees whose future accrual of benefits has been terminated. 
29 Increases in the accumulated postretirement benefit obligation that reflect termination benefits are excluded from 
the scope of this paragraph.  (Refer to paragraphs 101 and 102.) 



 
Disposal of a Segment 
 
103. If the gain or loss measured in accordance with paragraphs 92-94, 97-99, or 101 and 102 is directly related to 
disposal of a segment of a business or a portion of a line of business, it shall be included in determining the gain or 
loss associated with that event.  The net gain or loss attributable to the disposal shall be recognized pursuant to the 
requirements of APB Opinion No. 30. Reporting the Results of Operations--Reporting the Effects of Disposal of a 
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions. 
 

Defined Contribution Plans 
 
104. For purposes of this Statement, a defined contribution postretirement plan is a plan that provides 
postretirement benefits in return for services rendered, provides an individual account for each participant, and has 
terms that specify how contributions to the individual’s account are to be determined rather than the amount of 
postretirement benefits the individual is to receive.30  Under a defined contribution plan, the postretirement benefits a 
plan participant will receive are limited to the amount contributed to the plan participant’s account, the returns earned 
on investments of those contributions, and forfeitures of other plan participants’ benefits that may be allocated to 
the plan participant’s account. 
 
105. To the extent a plan’s defined contributions to an individual’s account are to be made for periods in which 
that individual renders services, the net postretirement benefit cost for a period shall be the contribution called for in 
that period.  If a plan calls for contributions for periods after an individual retires or terminates, the estimated cost 
shall be accrued during the employee’s service period. 

 

106. An employer that sponsors one or ore defined contribution plans shall disclose the following separately 
from its defined benefit plan disclosures: 
 
a.     A description of the plan(s) including employee groups covered, the basis for determining contributions, and the 

nature and effect of significant matters affecting comparability of information for all periods presented 
b.    The amount of cost recognized during the period. 
 
107. A postretirement benefit plan having characteristics of both a defined benefit plan and a defined 
contribution plan requires careful analysis.  If the substance of the plan is to provide a defined benefit, as may be the 
case with some “target benefit” plans, the accounting and disclosure requirements shall be determined in accordance 
with the provisions of this Statement applicable to a defined benefit plan. 

 
Effective Dates and Transition 
 
108. Except as noted in the following sentences of this paragraph and in paragraphs 114 and 115, this Statement 
shall be effective for fiscal years beginning after December 15, 1992.  For plans outside the United States and for 
defined benefit plans of employers that (a) are nonpublic enterprises and (b) sponsor defined benefit postretirement 
plan(s) with no more than 500 plan participants in the aggregate, this Statement shall be effective for fiscal years 
beginning after December 15, 1994.  Earlier application is encouraged.  Restatement of previously issued annual 
financial statement s is not permitted.  If a decision is made in other than the first interim period of an employer’s 
fiscal year to apply this Statement early, previous interim periods of that year shall be restated. 

                                                                 
30 For example, an employer may establish individual postretirement health care accounts for each employee, each 
year contributing a specified amount to each active employee’s accounts.  The balance in each employee’s account 
may be used by that employee after the employee’s retirement to purchase health care insurance or for other health 
care benefits.  Rather than providing for defined health care benefits, the employer is providing a defined amount of 
money that may be used by retirees toward the payment of their health care costs. 



 
109. If at the transition date an employer has excluded assets in a postretirement benefit fund from its statement 
of financial position and some or all of the  assets in that fund do not qualify as plan assets as defined herein, the 
employer shall recognize in the statement of financial position the fair value of those nonqualifying assets as the 
employer’s assets (not prepaid postretirement benefit cost) and an equal amount as an accrued postretirement benefit 
obligation pursuant to the transition to this Statement and before applying paragraph 110.  Thereafter, those assets 
shall be accounted for in accordance with generally accepted accounting principles applicable to those types of 
assets, including their presentation if the employer’s statement of financial position based on any restrictions of their 
use.  The fair value of those assets at the t ransition date shall be used  as their cost. 
 
110. For a defined benefit plan, an employer shall determine as of the measurement date (paragraph 72) for the 
beginning of the fiscal year in which this Statement is first applied (the transition date), the amounts of (a) the 
accumulated postretirement benefit obligation and (b) the fair value of plan assets plus any recognized accrued 
postretirement benefit cost or less any recognized prepaid postretirement benefit cost.  The difference between those 
two amounts, whether it represents a transition obligation or a transition asset, may be recognized either immediately 
in net income of the period of the change (paragraph 111) as the effect of a change in accounting principle,31 or on a 
delayed basis (paragraph 112) as a component of net periodic postretirement benefit cost.  Any transition obligation 
related to a defined contribution plan shall be recognized in the same manner.  A single method of transition shall be 
elected at the date this Statement is initially applied for all defined benefit and defined contribution postretirement 
plans. 
 
111. If immediate recognition of the transition obligation or asset is elected, the amount attributable to the effects 
of a plan initiation or any benefit improvements adopted after December 21, 1990 shall be treated as unrecognized 
prior service cost and excluded from the transition amount immediately recognized.  In addition, an employer who 
chooses to immediately recognize the transition obligation or asset shall, at the date of transition, adjust as necessary 
the accounting for purchase business combinations consummated subsequent to December 21, 1990 to include in the 
assignment of the purchase price to assets acquired and liabilities assumed, recognition of the difference between the 
accumulated postretirement benefit obligation and the fair value of the plan assets, as described in paragraphs 87 and 
88.  If reliable information on which to base measurement of the assumed postretirement benefit obligation as of the 
date the business combination is consummated is not available, the purchaser shall retroactively adjust the purchase 
price allocation to recognize the obligation assumed or the asset acquired, using the best information available at the 
date of transition to the Statement.  The cumulative effect on prior periods’ income of that retroactive adjustment of 
the purchase price allocation, for example, increased amortization of goodwill associated with the business 
combination, and the amortization of prior service cost related to a plan initiation or amendment adopted after 
December 21, 1990, shall be recognized as part of the effect of the accounting change to adopt this Statement. 
 
112. If delayed recognition is elected, the transition obligation or asset shall be amortized on a straight-line basis 
over the average remaining service period of active plan participants, except that (a) if the average remaining service 
period is less than 20 years, the employer may elect to use a 20-year period, and (b) if all or almost all of the plan 
participants are inactive, the employer shall use the average remaining life expectancy period of those plan 
participants.   However, amortization of the transition obligation shall be accelerated if the cumulative benefit 
payments subsequent to the transition date to all plan participants exceed the cumulative postretirement benefit cost 
accrued subsequent to the transition date. In that situation, an additional amount of the unrecognized transition 
obligation shall be recognized equal to the excess cumulative benefit payments.  For purposes of applying this 
provision, cumulative benefit payments shall be reduced by any plan assets or any recognized accrued 
postretirement benefit obligation at the transition date.  Payments made pursuant to a settlement, a discussed in 
paragraphs 90-94, shall be included in the determination of cumulative benefit payments made subsequent to the 
transition date. 
 

                                                                 
31 The effects of the accounting change and the related income tax effect shall be presented in the statement of 
income between the  captions “extraordinary items” and “net income.”  The per share information presented on the 
statement of income shall include the per share effect of the accounting change. 



113. If  at the measurement date for the beginning of an employer’s fiscal year it is expected that additional 
recognition of any remaining unrecognized transition obligation will be required pursuant to paragraph 112, 
amortization of the transition obligation for interim reporting purposes shall be based on the amount expected to be 
amortized for the year, except for the effects of applying paragraph 112 for any settlement required to be accounted 
for pursuant to paragraphs 90-94.  Those effects shall be recognized when the related settlement is recognized.  The 
effects of changes during the year in the initial assessment of whether additional recognition of the unrecognized 
transition obligation will be required for the year shall be recognized over the remainder of the year.  The amount of 
the unrecognized transition obligation to be recognized for a year shall be finally determined at the measurement date 
for the end of the year based on the constraints on delayed recognition discussed in paragraph 112; any difference 
between the amortization of the transition obligation recognized during interim periods and the amount required to be 
recognized for the year shall be recognized immediately. 
 
Effective Date and Transition--Amendment to Opinion 12 
 
114. Paragraph 6 and the related footnote of APB Opinion No. 12, Omnibus Opinion--1967, are amended 
effective for fiscal years beginning after March 15, 1991.  The effect of the amendment on existing individual deferred 
compensation contracts, other than those providing postretirement health or welfare benefits, shall be recognized as 
the effect of a change in accounting principle in accordance with paragraphs 17-21 of APB Opinion No. 20, 
Accounting Changes.  Individual deferred compensation contracts that provide postretirement health or welfare 
benefits shall be subject to the general transition provisions and effective dates of this Statement. 
 
Rescission of Technical Bulletin 87-1 
 
115. Effective with the issuance of this Statement, FASB Technical Bulletin No. 87-1, Accounting for a Change 
in Method of Accounting for Certain Postretirement Benefits, is rescinded.  If a change in method of accounting for 
postretirement benefits is adopted subsequent to the issuance of this Statement, the new method shall comply with 
the provisions of this Statement. 
 

The provisions of this Statement need not 
be applied to immaterial items. 

 
 
 
 
This Statement was adopted by the unanimous vote of the seven members of the Financial Accounting Standards 
Board: 
 
Dennis R. Beresford, 
   Chairman 
Victor H. Brown 

Raymond C. Lauver 
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GLOSSARY 
 
518. This appendix contains definitions of certain terms used in accounting for postretirement benefits. 
 
Accumulated postretirement benefit obligation 
 The actuarial present value of benefits attributed to employee service rendered to a particular date, the 

accumulated postretirement benefit obligation as of a particular  date for an employee is the position of the 
expected postretirement benefit obligation attributed to that employee’s service rendered to that date; on and  
after the full eligibility date, the accumulated and expected postretirement benefit obligations for an employee are 
the same. 

 
Active plan participant 
 Any active employee who has rendered service during the credited service period and is expected to receive 

benefits, including benefits to or for any beneficiaries and covered dependents, under the postretirement benefit 
plan.  Also refer to Plan participant. 

 
Actual return on plan assets (component of net periodic postretirement benefit cost) 



 The change in the fair value of the plan’s assets for a period including the decrease due to expenses incurred 
during the period (such as income tax expense incurred by the fund, if applicable), adjusted for contributions and 
benefit payments during the period. 

 
Actuarial present value 
 The value, as of a specified date, of an amount or series of amounts payable or receivable thereafter, with each 

amount adjusted to reflect (a) the time value of money (through discounts for interest) and (b) the probability of 
payment (for example, by means of decrements for events such as death, disability, or withdrawal) between the 
specified date and the expected date of payment. 

 
Amortization 
 Usually refers to the process of reducing a recognized liability systematically by recognizing revenues or of 

reducing a recognized asset systematically by recognizing expenses or costs.  In accounting for postretirement 
benefits, amortization is also used to refer to the systematic recognition in net periodic postretirement benefit 
cost over several periods of previously unrecognized amounts, including unrecognized prior service cost, 
unrecognized net gain or loss, and any unrecognized transition obligation or asset. 

 
Assumed per capita claims cost (by age) 
 The annual per capita cost, for periods after the measurement date, of providing the postretirement health care 

benefits covered by the plan from the earliest age at which an individual could begin to receive benefits under 
the plan through the remainder of the individual’s life or the covered period, if shorter.  To determine the 
assumed per capita claims cost, the per capita claims cost by age based on historical claims costs is adjusted for 
assumed health care cost trend rates.  The resulting assumed per capita claims cost by age reflects expected 
future costs and is applied with the plan demographics to determine the amount and timing of future gross 
eligible charges.   Also refer to Gross eligible charges and Per capita claims cost by age. 

 
Assumptions 
 Estimates of the occurrence of future events affecting postretirement benefit costs, such as turnover, retirement 

age, mortality, dependency status, per capita claims costs by age, health care cost trend rates, levels of Medicare 
and other health care providers’ reimbursements, and discount rates to reflect the time value of money. 

 
Attribution 
 The process of assigning postretirement benefit cost to periods of employee service. 
 
 
 
 
 
Attribution period 
 The period of an employee’s service to which the expected postretirement benefit obligation for that employee is 

assigned.  The beginning of the attribution period is the employee’s date of hire unless the plan’s benefit 
formula grants credit only for service from a later date, in which case the beginning of the attribution period is 
generally the beginning of that credited service period;  The end of the attribution is the full eligibility date.  
Within the attribution period, an equal amount of the expected postretirement benefit obligation is attributed to 
each year of service unless the plan’s benefit formula attributes a disproportionate share of the expected 
postretirement benefit obligation to employees’ early years of service.  In that case, benefits are attributed in 
accordance with the plan’s benefit formula.  Also refer to Credited service period. 

 
Benefit formula 
 The basis for determining benefits to which participants may be entitled under a postretirement benefit plan.  A 

plan’s benefit formula specifies the years of service to be rendered, age to be attained while in service, or a 
combination of both that must be met for an employee to be eligible to receive benefits under the plan.  A plan’s 
benefit formula may also define the beginning of the credited service period and the benefits earned for specific 
periods of service. 



 
Benefits 
 The monetary or in-kind benefits or benefit coverage to which participants may be entitled under a 

postretirement benefit plan, including health care benefits, life insurance not provided through a pension plan, 
and legal, educational, and advisory services. 

 
Captive insurer 
 An insurance company that does business primarily with related entities. 
 
Contributory plan 
 A plan under which retirees or active employees contribute part of the cost.  In some contributory plans, retirees 

or active employees wishing to be covered must contribute; in other contributory plans, participants’ 
contributions result in increased benefits. 

 
Cost-sharing (provisions of the plan) 
 The provisions of the postretirement benefit plan that describe how the costs of the covered benefits are to be 

shared between the employer and the plan participants.  Cost-sharing provisions describe retired and active plan 
participants’ contributions toward their postretirement health care benefits, deductibles, coinsurance, out-of-
pocket limitations on participant costs, caps on employer costs, and so forth. 

 
Credited service period 
 Employee service period for which benefits are earned pursuant to the terms of the plan.  The beginning of the 

credited service period may be the date of hire or a later date.  For example, a plan may provide benefits only for 
service rendered after a specified age.  Service beyond the end of the credited service period does not earn any 
additional benefits under the plan.  Also refer to Attribution period. 

 
Defined benefit postretirement plan 
 A plan that defines postretirement benefits in terms of monetary amounts (for example, $100,000 of life insurance) 

or benefit coverage to be provided (for example, up to $200 per day for hospitalization, 80 percent of the cost of 
specified surgical procedures, and so forth).  Any postretirement benefit plan that is not a defined contribution 
postretirement plan is, for purposes of this Statement, a defined benefit postretirement plan. 

 
Defined contribution postretirement plan 
 A plan that provides postretirement benefits in return for services rendered, provides an individual account for 

each plan participant, and specifies how contributions to the individual’s account are to be determined rather 
than specifies the amount of benefits the individual is to receive.  Under a defined contribution postretirement 
plan, the benefits a plan participant will receive depend solely on the amount contributed to the plan 
participant’s account, the returns earned on investments of those contributions, and the forfeitures of other plan 
participants’ benefits that may be allocated to that plan participant’s account. 

 
Dependency status 
 The status of a current or former employee having dependents (for example, a spouse or other relatives) who are 

expected to receive benefits under a postretirement benefit plan that provides dependent coverage. 
 
Discount rates 
 The rates used to reflect the time value of money.  Discount rates are used in determining the present value as of 

the measurement date of future cash flows currently expected to be required to satisfy the postretirement benefit 
obligation.  Also refer to Actuarial present value. 

 
Expected  long-term rate of return on plan assets 
 An assumption about the rate of return on plan assets reflecting  the average rate of earnings expected on 

existing plan assets and expected contributions to the plan during the period. 
 
Expected postretirement benefit obligation 



 The actuarial present value as of a particular date of the benefits expected to be paid to or for an employee, the 
employee’s beneficiaries, and any covered dependents pursuant to the terms of the postretirement benefit plan. 

 
Expected return on plan assets 
 An amount calculated as a basis for determining the extent of delayed recognition of the effects of changes in 

the fair value of plan assets.  The expected return on plan assets is determined based on the expected long-term 
rate of return on plan assets and the market-related value of plan assets. 

 
Explicit (approach to) assumptions 
 An approach under which each significant assumption used reflects the best estimate of the plan’s future 

experience solely with respect to that assumptions. 
 
 
Fair value 
 The amount that a plan could reasonably expect to receive for an investment in a current sale between a willing 

buyer and a willing seller, that is, other than a forced or liquidation sale. 
 

Full eligibility (for benefits) 
 The status of an employee having reached the employee’s full eligibility date.  Full eligibility for benefits is 

achieved by meeting specified age, service, or age and service requirements of the postretirement benefit plan.  
Also refer to Full eligibility date. 

 
Full eligibility date 
 The date at which an employee has rendered all of the service necessary to have earned the right to receive all of 

the benefits expected to be received by that employee (including any beneficiaries and dependents expected to 
receive benefits).  Determination of the full eligibility date is affected by plan terms that provide incremental 
benefits expected to be received by or on behalf of an employee for additional years of service, unless those 
incremental benefits are trivial.  Determination of the full eligibility date is not affected by plan terms that define 
when benefit payments commence or by an employee’s current dependency status. 

 
Fully eligible plan participants 
 Collectively, that group of former employees (including retirees) and active employees who have rendered 

service to or beyond their full eligibility date and who are expected to receive benefits under the plan, including 
benefits to their beneficiaries and covered dependents. 

 
 
 
 
 
Funding policy 

The program regarding the amounts and timing of contributions by the employer(s), plan participants, and any 
other sources to provide the benefits a postretirement benefit plan specifies.   

 
Gain or loss 

A change in the value of either the accumulated postretirement benefit obligation or the plan assets resulting 
from experience different from that assumed or from a change in a actuarial assumption, or the consequence of a 
decision to temporarily deviate from the substantive plan.  Also refer to Unrecognized net gain or loss. 
 

Gain or loss component (of net periodic postretirement benefit cost) 
 The sum of (a) the difference between the actual return on plan assets and the expected return on plan assets, (b) 

any gain or loss immediately recognized or the amortization of the unrecognized net gain or loss from previous 
periods, and © any amount immediately recognized as a gain or loss pursuant to a decision to temporarily 



deviate from the substantive plan.  The gain or loss component is generally the net effect of delayed recognition 
of gains and losses (the net change in the unrecognized net gain or loss) except that it does not include changes 
in the accumulated postretirement benefit obligation occurring during the period and deferred for later 
recognition. 

 
Gross eligible charges   
 The cost of providing the postretirement health care benefits covered by the plan to a plan participant, before 

adjusting for expected reimbursements from Medicare and other providers of health care benefits and for the 
effects of the cost-sharing provisions of the plan. 

 
Health care trend rates 
 An assumption about the annual rate(s) of change in the cost of health care benefits currently provided by the 

postretirement benefit plan, due to factors other than changes in the composition of the plan population by age 
and dependency status, for each year from the measurement date until the end of the period in which benefits are 
expected to be paid.  The health care cost trend rates implicitly consider estimates of health care inflation, 
changes in health care utilization or delivery patterns, technological advances, and changes in the health status 
of the plan participants.  Differing types of services, such as hospital care and dental care, may have different 
trend rates. 

 
Incurred claims cost (by age) 
 The cost of providing the postretirement health care benefits covered by the plan to a plan participant, after 

adjusting for reimbursements from Medicare and other providers of health care benefits and for deductibles, 
coinsurance provisions, and other specific claims costs borne by the retiree.  Also refer to Net incurred claims 
cost (by age). 

 
Insurance contract 

A contract in which an insurance company unconditionally undertakes a legal obligation to provide specified 
benefits to specific individuals in return for a fixed consideration or premium.  An insurance contract is 
irrevocable and involves the transfer of significant risk from the employer (or the plan) to the insurance 
company.  If the insurance company providing the contract is a captive insurer, or if there is any reasonable 
doubt that the insurance company will meet its obligations under the contract, the contract is not an insurance 
contract for purposes of this Statement. 
 

Interest cost (component of net periodic postretirement benefit cost) 
 The accrual of interest on the accumulated postretirement benefit obligation due to the passage of time. 
 
Market-related value of plan assets 
 A balance  used to calculate the expected return on plan assets.  Market-related value can be either fair value or a 

calculated value that recognizes changes in fair value in a systematic and rational manner over not more than five 
years.  Different methods of calculating market-related value may be used for different classes of plan assets, but 
the manner of determining market-related value shall be applied consistently from year to year for each class of 
plan asset. 

Measurement of date 
 The date of the financial statements or, if used consistently from year to year, a date not more than three months 

prior to that date, as of which plan assets and obligations are measured. 
 
Medicare reimbursement rates 
 The health care cost reimbursements expected to be received by retirees through Medicare as mandated by 

currently enacted legislation.  Medicare reimbursement rates vary by the type of benefits provided. 
 
Multiemployer plan 
 A postretirement benefit plan to which two or more unrelated employers contribute, usually pursuant to one or 

more collective-bargaining agreements.  A characteristic of multiemployer plans is that assets contributed by one 
participating employer may be used to provide benefits to employees of other participating employers since 



assets contributed by an employer are not segregated in a separate account or restricted to provide benefits only 
to employees of that employer.  A multiemployer plan is usually administered by a board or trustees composed 
of management and labor representatives and may also be referred to as a “joint trust” or “union plan.”  
Generally, many employers participate in a multiemployer plan, and an employer may participate in more than one 
plan.  The employers participating in multiemployer plans usually have a common industry bond, but for some 
plans the employers are in different industries and the labor union may be their only common bond. 

 
Multiple-employer plan 
 A postretirement benefit plan maintained by more than one employer but not treated as a multiemployer plan.  

Multiple employer plans are generally not collectively bargained and are intended to allow participating 
employers, commonly in the same industry, to pool their plan assets for investment purposes and to reduce the 
cost of plan administration.  A multiple-employer plan maintains separate accounts for each employer so that 
contributions  provide benefits only for employees of the contributing employer.  Multiple-employer plans may 
have features that allow participating employers to have different benefit formulas, with the employer’s 
contributions to the plan based on the benefit formula selected by the employer. 

 
Net incurred claims cost (by age) 
 The employer’s share of the cost of providing the postretirement health care benefits covered by the plan to a 

plan participant; incurred claims cost net of retiree contributions.  Also refer to Incurred claims cost (by age). 
 
Net periodic postretirement benefit cost 
 The amount recognized in an employer’s financial statements as the cost of a postretirement benefit plan for a 

period.  Components of net periodic postretirement benefit cost include service cost, interest cost, actual return 
of plan assets, gain or loss, amortization of the unrecognized transition obligation or asset. 

 
Nonparticipating insurance contract 
 An insurance contract that does not provide for the purchaser to participate in the investment performance or in 

other experience of the insurance company.  Also refer to Insurance contract. 
 
Nonpublic enterprise 
 An enterprise other than one (a) whose debt or equity securities are traded in a public market, either on a stock 

exchange or in the ever-the-counter market (including securities quoted only locally or regionally), or (b) whose 
financial statements are filed with a regulatory agency in preparation for the sale of any class of securities. 

 
Participating insurance contract 
 An insurance contract that provides for the purchaser to participate in the investment performance and possibly 

other experience (for example, morbidity experience) of the insurance company.  Also refer to Insurance contract. 
 
 
 
 
 
Participation right 
 A purchaser’s right under a participating insurance contract to receive future dividends or retroactive rate 

credits from the insurance company. 
 
Pay-related plan 
 A plan that has a benefit formula that bases benefits or benefit coverage on compensation, such as a final-pay or 

career-average-pay plan. 
 
Per capita claims cost by age 
 The current cost of providing postretirement health care benefits for one year at each age from the youngest age 

to the oldest age at which plan participants are expected to receive benefits under the plan.  Also refer to 
Assumed per capita claims cost (by age). 



 
Plan 
 An arrangement that is mutually understood by an employer and its employees, whereby an employer 

undertakes to provide its employees with benefits after they retire in exchange for their services over a specified 
period of time, upon attaining a specified age while in service, or a combination of both.  A plan may be written 
or it may be implied by a well-defined, although perhaps unwritten, practice of paying postretirement benefits or 
from oral representations made to current or former employees.  Also refer to Substantive plan. 

 
Plan amendment 
 A change in the existing terms of a plan.  A plan amendment may increase or decrease benefits, including those 

attributed to years of service already rendered. 
 
Plan assets 
 Assets—usually stocks, bonds, and other investments—that have been segregated and restricted (usually in a 

trust) to provide for postretirement benefits.  The amount of plan assets includes amounts contributed by the 
employer (and by plan participants for a contributory plan) and amounts earned from investing the 
contributions, less benefits, income taxes, and other expenses incurred.  Plan assets ordinarily cannot be 
withdrawn by the employer except under certain circumstances when a plan has assets in excess of obligations 
and the employer has taken certain steps to satisfy existing obligations.  Assets not segregated in a trust, or 
otherwise effectively restricted, so that they cannot be used by the employer for other purposes are not plan 
assets, even though it may be intended that those assets be used to provide postretirement benefits.  Amounts 
accrued by the employer as net periodic postretirement benefit cost but not yet paid to the plan are not plan 
assets.  Securities of the employer held by the plan are includable in plan assets provided they are transferable.  
If a plan has liabilities other than for benefits, those nonbenefit obligations are considered as reductions of plan 
assets. 

 
Plan demographics 
 The characteristics of the plan population including geographical distribution, age, sex, and marital status. 
 
Plan participant 
 Any employee or former employee who has rendered service in the credited service period  and is expected to 

receive employer-provided benefits under the postretirement benefit plan, including benefits to or for any 
beneficiaries and covered dependents.  Also refer to Active plan participant. 

 
Plan termination 
 An event in which the postretirement benefit plan ceases to exist and all benefits are settled by the purchase of 

insurance contracts or by other means.  The plan may or may not be replaced by another plan.  A plan 
termination with a replacement plan may or may not be in substance a plan termination for accounting purposes. 

 
 
 
 
 
 
Postretirement benefit fund 
 Assets accumulated in the hands of a funding agency for the sole purpose of paying postretirement benefits 

when the claims are incurred or benefits are due.  Those assets may or may not qualify as plan assets.  Also refer 
to Plan assets. 

 
Postretirement benefit plan 
 Refer to Plan. 
 
 
Postretirement benefits 



 All forms of benefits, other than retirement income, provided by an employer to retirees.  Those benefits may be 
defined in terms of specified benefits, such as health care, tuition assistance, or legal services, that are provided 
to retirees as the need for those benefits arises, such as certain health care benefits, or they may be defined in 
terms of monetary amounts that become payable on the occurrence of a specified event, such as life insurance 
benefits. 

 
Postretirement benefits other than pensions 
 Refer to Postretirement benefits. 
  
Postretirement health care benefits 
 A form of postretirement benefit provided by an employer to retirees for defined health care services or coverage 

of defined health care costs, such as hospital and medical coverage, dental benefits, and eye care. 
 
Prior service cost 
 The cost of benefit improvements attributable to plan participants’ prior service pursuant to a plan amendment or 

a plan initiation that provides benefits in exchange for plan participants’ prior service.  Also refer to 
Unrecognized prior service cost. 

 
Retirees 
 Collectively, that group of plan participants that includes retired employees, their beneficiaries, and covered 

dependents. 
 
Service cost (component of net periodic postretirement benefit cost) 
 The portion of the expected postretirement benefit obligation attributed to employee service during a period. 
 
Settlement (of a postretirement benefit plan) 
 An irrevocable action that relieves the employer (or the plan) of primary responsibility for a postretirement 

benefit obligation and eliminates significant risks related to the obligation and the assets used to effect the 
settlement.  Examples of transactions that constitute a settlement include (a) making lump -sum cash payments to 
plan participants in exchange for their rights to receive specified postretirement benefits and (b) purchasing 
Nonparticipating insurance contracts for the accumulated postretirement benefit obligation for some or all of the 
plan participants. 

 
Single-employer plan 
 A postretirement benefit plan that is maintained by one employer.  The term also may be used to describe a plan 

that is maintained by related parties such as a parent ant its subsidiaries. 
 
Substantive plan 
 The terms of the postretirement benefit plan as understood by an employer that provides postretirement benefits 

and the employees who render services in exchange for those benefits.  The substantive plan is the basis for the 
accounting for that exchange transaction.  In some situations an employer’s cost-sharing policy, as evidenced 
by past practice or by communication of intended changes to a plan’s cost-sharing provisions, or a past practice 
of regular increases in certain monetary benefits may indicate that the substantive plan differs from the extant 
written plan. 

 
Termination benefits 
 Benefits provided by an employer to employees in connection with their termination of employment.  They may 

be either special termination benefits offered only for a short period of time or contractual benefits required by 
the terms of a plan only is a specified event, such as a plant closing, occurs. 

 
Transition assets 
 The unrecognized amount, as of the date this Statement is initially applied, of (a) the fair value of plan assets 

plus any recognized accrued postretirement benefit cost or less any recognized prepaid postretirement benefit 
cost in excess of (b) the accumulated postretirement benefit obligation. 



Transition obligation 
 The unrecognized amount, as of the date this Statement is initially applied, of (a) the accumulated postretirement 

benefit obligation in excess of (b) the fair value of plan assets plus any recognized accrued postretirement 
benefit cost or less any recognized prepaid postretirement benefit cost. 

 
Unfunded accumulated postretirement benefit obligation 
 The accumulated postretirement benefit obligation in excess of the fair value of plan assets. 
 
Unrecognized net gain or loss 
 The cumulative net gain or loss that has not been recognized as a part of net periodic postretirement benefit cost 

or as a part of the accounting for the effects of a settlement or a curtailment.  Also refer to Gain or loss. 
 
Unrecognized prior service cost 
 The portion of prior service cost that has not been recognized as a part of net periodic postretirement benefit 

cost, as a reduction of the effects of a negative plan amendment, or as a part of the accounting for the effects of 
a curtailment. 

 
Unrecognized transition asset 
 The portion of the transition asset that has not been recognized either immediately as the effect of a change in 

accounting or on a delayed basis as a part of net periodic postretirement benefit cost, as an offset to certain 
losses, or as a part of accounting for the effects of a settlement or a curtailment. 

 
Unrecognized transition obligation 
 The portion of the transition obligation that has not been recognized either immediately as the effect of a change 

in accounting or on a delayed basis as a part of net periodic postretirement benefit cost, as an offset to certain 
gains, or as a part of accounting for the effects of a settlement or a curtailment. 

  
 
  


